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THE  ECONOMIC  AND  BUDGET  OUTLOOK: 
FISCAL  YEARS  1996-2006 


WEDNESDAY,  APRIL  17,  1996 

House  of  Representatives, 
Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:12  a.m.,  in  room 
210,  Cannon  House  Office  Building,  Hon.  John  R.  Kasich  (chair- 
man of  the  committee)  presiding. 

Present:  Representatives  Kasich,  Walker,  Shays,  Franks,  Smith 
of  Michigan,  Inglis,  Molinari,  Largent,  Myrick,  Brownback,  Neu- 
mann, Sabo,  Stenholm,  Slaughter,  Coyne,  Costello,  Orton, 
Pomeroy,  Browder,  Woolsey,  Olver,  Roybal-Allard,  Meek,  and  Riv- 
ers. 

Chairman  Kasich.  The  committee  will  come  to  order. 

We're  talking  a  little  bit  about  the  schedule  for  markup,  which 
we  have  tentatively  scheduled  for  next  week,  although  I  cannot — 
Mr.  Sabo,  I  cannot — I  just  don't  know  that  it  will  happen  next 
week. 

It  is  my  sense  that  we're  going  to  need  more  time  than  next 
week.  Our  leadership,  as  you  know,  has  this  tight  schedule  where 
they  want  certain  things  to  happen,  and  I  think  we  probably — I 
will  be  able  to  let  you  know  on  the  House  floor — you  know  the  way 
this  goes — probably  tomorrow,  as  to  what  will  happen. 

And  then  we  would  obviously  wait  until  the  following  week  be- 
fore we  would  go  to  the  floor,  so  that  anybody  who  would  want  to 
do  an  alternative  or  whatever  would  have  time  to  do  it. 

My  sense  is  that  we're  not  ready  early  in  the  week,  if  we  were 
to  do  it  next  week,  but  I  just — this  is  one  of  those  things  where — 
you  know,  this  train  leaves  the  station,  and  we're  just  trying  to  fig- 
ure out. 

I  don't  think  we're  ready,  but,  you  know,  Rome  wasn't  built  in 
a  day,  but  Napoleon  conquered  a  heck  of  a  lot  in  a  couple  of  days, 
so  I  don't  know  where  we  are,  [Laughter.] 

And  then  we  are  going  to 

Mr.  Sabo.  People  ask  me,  and  they  expect  me  to  answer  with 
certainty. 

Chairman  Kasich.  Well,  I  know,  Martin,  you  know  this  is  one  of 
those  moccasin  experiments,  right? 

The  other  thing  is,  we  will  be  taking  the  committee  to  Villanova 
next  week,  to  listen  to  some  students,  for  those  who  want  to  attend, 
and  it  may  be  possible,  if  we  have  a  little  extra  time,  I  may  just 
go  one  on  one  with  Kerry  Kittles,  and  just  put  him  in  his  place  be- 
fore the  NBA  draft.  We'll  see. 

(1) 


That's  a  joke,  people  out  there.  That's  a  joke — ha,  ha,  ha,  ha. 
[Laughter.] 

Thank  you. 

Mr.  Sabo.  No,  you're  serious. 

Chairman  Kasich.  Well,  you  never  know. 

Mr.  Sabo.  Do  you  think  he'll  go  in  the  first  round? 

Chairman  Kasich.  I  was  going  to  make  a  cute  little  comment 
here,  Martin,  but  you  know  if  I  do  it'll  be  in  the  paper  and  Newt 
will  go  nuts,  so  I  won't.  But  anyway,  it  should  be  interesting. 

So,  I'll  let  you  know  as  soon  as  we  know,  and  I  would  commend 
attendance  on  the  House  floor  today,  for  those  members  who  are 
going  to  stand  with  our  children,  and  not  put  pork  pavement  before 
other  things  there,  Mr.  Neumann,  and  help  us  out  on  the  house 
floor. 

Anyway,  June,  I'm  glad  that  you're  here  today.  We're  going  to 
hear  some  things  that  I  think  are  surprising  about  the  President's 
budget,  namely  that  in  the  last  year,  in  the  area  of  discretionary 
spending,  the  administration,  in  one  year  alone,  would  have  to 
make  $84  billion  of  savings  in  order  to  reach  balance. 

Without  repealing  their  tax  cuts,  without  making  additional  cuts 
in  Medicare,  and  [what  they]  expect  from  savings,  they  would  have 
to,  in  addition  to  all  of  that,  make  $84  billion  in  total  cuts  in  one 
year  in  discretionary,  in  order  to  get  the  balance. 

Without  those  triggers,  they're  $81  billion  in  the  hole.  So  kind  of 
the  quiet,  secret  story  that  no  one  has  covered  is  that  the  Presi- 
dent's budget,  without  all  these  triggers  and  gimmickry,  of  course 
does  not  balance  by  the  year  2002. 

So  if  I  was  in  the  press,  I'd  run  immediately  to  the  telephone  and 
say,  "Hold  the  presses." 

But  anyway,  June,  we're  glad  you're  here,  and  look  forward  to 
your  analysis  of  this,  and  will  recognize  Mr.  Sabo  for  any  comments 
he  may  have. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman,  and  I  assume  by  those 
comments,  the  budget  presented  by  the  majority  will  have  no  trig- 
ger-out mechanisms. 

Chairman  Kasich.  Well,  we're  obviously  in  the  course  of  writing 
it,  but,  you  know — I  mean,  I  would  hope  we  would  have  no  triggers. 
That's  kind  of  what  the  Lone  Ranger  hoped.  Wait,  was  it?  No,  it 
was  the  Roy  Rogers  hope  that  he  would  always  have  a  Trigger,  but 
anyway.  [Laughter.] 

I  don't  anticipate  that  we  would  have — even  begin  to  approach — 
$84  billion  in  savings  in  one  year  in  discretionary  to  get  the  zero. 
I  wouldn't  anticipate  anything  of  that  magnitude. 

Mr.  Sabo.  But  some  magnitude. 

Chairman  Kasich.  Well,  we'll  get  you  it,  and  have  you  have  a 
chance  to  take  a  look  at  it,  but  it  will  be  nothing  like  this.  Not  any- 
where in  the  universe. 

Mr.  Sabo.  Well,  Mr.  Chairman,  I  welcome  June  O'Neill,  and  we 
look  forward  to  hearing  her  testimony,  and  I'm  sure  our  members 
will  have  questions.  We  want  to  have  the  most  solid  basis  we  have 
for  proceeding  for  the  future. 

Sometimes  changes  confuse  all  of  us,  as  we  look  at  the  future. 

My  sense  is  that,  looking  at  differences  in  economic  assumptions, 
you're  still  somewhat  more  pessimistic  than  the  administration  on 


growth  and  interest  rates.  On  the  other  hand,  my  observation  has 
been  that,  on  some  of  the  outlays,  particularly  in  the  entitlement 
programs — Medicare  and  Medicaid — CBO  has  been  coming  closer 
to  0MB. 

I  think  in  the  year  2002,  as  I  recall,  you're  less  than  half  a  billion 
dollars  different  on  Medicare,  and  in  a  program  that  large  you'd  al- 
most swear  there  was  collusion  to  be  that  close. 

I  must  say  that  my  own  judgment  all  along  has  been,  on  eco- 
nomic assumptions  we  should  use  more  cautious,  conservative 
numbers  in  making  estimates  for  the  future. 

On  the  other  hand,  rhetoric  that  some  numbers  area  real  and 
others  unreal  has  always  disturbed  me.  I  don't  think  any  of  them 
are  real  or  unreal,  or  true  or  false.  They're  guesses  at  the  future, 
and  the  reality  is  that  relatively  minor  differences  over  a  seven- 
year  or  six-year  period  of  time  can  result  in  significant  differences. 

I  frankly  think  we  all  need  a  little  bit  of  humility  when  we  talk 
about  six  or  seven  years  from  now,  in  knowing  what  the  total  econ- 
omy is  going  to  do,  and  what  specific  programs  are  going  to  do. 

It  is  not  an  easy  task  to  develop  projections  and  programs  for  the 
future.  I  frankly  always  thought  trigger-in  mechanisms  might 
make  some  sense,  because  the  reality  is,  hopefully  the  economy  will 
perform  in  the  most  optimistic  fashion.  I've  not  been  that  intrigued 
by  trigger-out  mechanisms. 

I  would  also  suggest  that,  as  I  look  at  the  numbers — and  again, 
Mr.  Chairman,  I  have  to  say  that  what  we  did  in  199^  appears  to 
have  really  worked,  much  better — frankly  than  what  \.e  assumed, 
as  the  deficit  has  come  down  from  around  $290  billion  in  1992, 
$255  billion  in  1993,  $203  billion  in  1994,  $164  billion  in  1995,  and 
I  understand  the  current  estimates  are  around  $145  billion  for 
1996,  so  we  have  a  basis  from  which  to  operate. 

As  I  indicated  a  year  ago  when  we  started  this  whole  process,  in 
the  end  I  hope  we  can  find  some  pragmatic  solutions  to  dealing 
with  the  ongoing  deficit  problem,  to  continue  to  bring  it  down  in 
a  pragmatic  way  that  is  fair  to  the  American  people. 

I  don't  think  we've  found  that  pragmatic  fair  solution  yet,  but  I 
remain  hopeful  that  before  the  year  is  over  we  may  find  it. 

I  thank  you,  and  welcome  your  testimony. 

STATEMENT  OF  JUNE  E.  O'NEILL,  DIRECTOR, 
CONGRESSIONAL  BUDGET  OFFICE 

Ms.  O'Neill.  Thank  you. 

Mr.  Sabo,  with  respect  to  the  problem  of  making  estimates  into 
the  future,  we  at  the  Congressional  Budget  Office  (CBO)  have  to 
hold  our  breaths  and  come  out  with  a  point  estimate,  which  is  fre- 
quently an  uncomfortable  thing  to  do,  given  the  large  range  of  un- 
certainty. 

Nonetheless,  we  try  to  do  our  best  and  take  into  account  any  pos- 
sible contingencies. 

My  testimony  today  covers  a  lot  of  ground:  the  economic  and 
budget  outlook  for  1996  and  the  next  decade,  CBO's  analysis  of  the 
President's  recent  budget  submission,  and  for  the  first  time  we  are 
looking  beyond  the  usual  budget  horizon  as  we  examine  the  long- 
run  implications  of  our  current  budget  policies. 


These  topics  are  discussed  in  some  detail  in  my  prepared  state- 
ment, which  I  submit  for  the  record,  and  in  considerably  greater 
detail  in  our  annual  report,  which  will  be  published  next  month. 

I  will  try  to  make  my  comments  brief  and  touch  only  on  the  high- 
lights. 

The  basic  message  of  our  report  starts  with  the  good  news  that 
the  1996  budget  deficit  is  likely  to  be  substantially  lower  than  it 
has  been  in  recent  years.  However,  the  good  budget  numbers  for 
1996  should  not  be  taken  as  a  reason  for  complacency. 

If  no  further  action  is  taken  to  reduce  the  deficit,  rapid  growth 
in  spending  for  Medicare  and  Medicaid  will  steadily  push  up  the 
deficit  over  the  next  decade.  Moreover,  as  the  baby-boomers  begin 
to  retire,  the  rise  in  the  deficit  will  accelerate  sharply,  accompanied 
by  potentially  devastating  effects  on  the  economy. 

The  Nation's  current  budget  policies,  therefore,  are  not  sustain- 
able in  the  long  run. 

Balancing  the  budget  by  2002  will  help  alleviate  the  pressures, 
particularly  if  the  balanced  budget  plan  includes  measures  that 
would  slow  the  growth  of  entitlement  spending.  But  the  size  of  the 
future  problem  is  so  great  that  eliminating  the  deficit  by  2002 
alone  would  not  ensure  that  future  deficits  remain  at  an  acceptable 
level.  Therefore,  additional  deficit  reduction  measures  must  be 
taken. 

CBO's  current  projection  for  1996  shows  a  deficit  of  $144  billion, 
which  is  1.9  percent  of  gross  domestic  product,  or  GDP.  That  is  $63 
billion  less  than  we  anticipated  a  year  ago.  I'm  talking  about  our 
January  1995  report. 

Three  factors  account  for  the  change  in  our  estimates.  This  may 
give  you  some  idea  of  the  kinds  of  forces  that  evolve  over  time  that 
would  cause  those  projections  not  to  come  out  on  the  dot. 

The  three  factors  that  caused  the  difference — the  change  in 
CBO's  estimates  of  the  deficit — are:  first,  lower  interest  rates  than 
we  had  envisioned.  The  second  is  that  1996  appropriations  are  well 
below  the  limits  allowed  by  the  Budget  Enforcement  Act.  That 
made  a  major  difference. 

And  the  third  factor  is  reductions  in  CBO's  estimates  of  spending 
on  certain  programs,  including  Medicare  and  Medicaid. 

CBO's  budget  outlook  for  the  years  after  1996  is  closer  to  what 
we  were  projecting  a  year  ago,  and  does  not  differ  very  much  from 
our  projections  of  last  December. 

The  economic  outlook  on  which  our  current  projections  are  based 
has  not  changed  significantly  since  last  December.  CBO  continues 
to  see  a  basically  sound  economy  that  remains  very  close  to  its  po- 
tential growth  rate  of  2.1  percent. 

This  year  we  are  presenting  four  projections  of  the  budget  deficit 
over  the  next  decade.  Unfortunately,  these  four  have  been  a  source 
of  some  confusion,  and  I  believe  that  the  press  has  misrepresented 
some  of  what  they  show. 

We  have  therefore  prepared  a  chart  that  shows  the  differences  in 
the  projections,  and  as  you  can  see,  if  we  should  happen  to  look  at 
the  bottom  line,  which  some  columnists  have  done,  there  appears 
to  be  no  problem  at  all. 

[The  chart  referred  to  follows:] 
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If  you  look  at  the  top  line,  it  looks  as  if  there's  a  problem  that 
increases  throughout  the  decade  and  a  deficit  that  reaches  more 
than  $400  billion  by  the  end  of  the  decade,  in  2006.  I  believe  the 
deficit  is  $279  billion  in  the  year  2002. 

The  lower  line  shows  a  $64  billion  deficit  by  the  year  2006. 

I  think  what  this  chart  illustrates  is  the  power  of  assumptions. 
If  you  assume  different  things,  you  can  get  substantially  different 
answers. 

CBO  hasn't  prepared  these  four  projections  to  torture  everybody. 
We  have  done  it  because  the  projections  serve  different  purposes. 
The  two  projections  with  the  solid  lines  are  based  on  our  current 
policy  economic  assumptions. 

Chairman  Kasich.  June,  we  love  the  budget,  but  it  would  be  a 
real  extreme  thing,  or  we'd  be  very  sick,  if  we  actually  felt  tortured 
by  CBO  projections.  [Laughter.] 

That  would  be  the  ultimate  sentence,  wouldn't  it?  Go  ahead,  I'm 
sorry. 

Ms.  O'Neill.  No,  I'm  just  trying 

Chairman  Kasich.  I  have  not  wrestled  and  laid  awake  at  night 
over  CBO  projections  for  at  least  two  weeks.  No,  go  ahead.  [Laugh- 
ter.] 

IMs.  O'Neill.  Actually,  I  think  the  members  of  the  Budget  Com- 
mittee and  the  staff  know  what  these  projections  are,  but  I  think 
the  public  outside  is  unaware  of  these  distinctions. 

Chairman  Kasich.  They  don't  know  what  CBO  is. 

IMs.  O'Neill.  That  may  be. 


Chairman  Kasich.  They  think  it's  another  basketball  league. 
[Laughter.] 

Ms.  O'Neill.  The  top  solid  line,  incidently,  shows  what  used  to 
be  the  traditional  current  policy  projection,  which  is  based  on  cur- 
rent policy  economic  assumptions  and  on  a  particular  treatment  of 
discretionary  spending.  We  now  have  two  different  treatments  for 
discretionary  spending. 

Current  policy,  with  respect  to  entitlement  programs,  is  clear,  at 
least  in  concept.  When  it  comes  to  the  appropriated  accounts, 
though — the  discretionary  programs  that  are  appropriated  every 
year — the  interpretation  of  current  policy  is  not  all  that  clear. 

One  interpretation  of  current  policy  with  respect  to  discretionary 
programs  is  that  those  programs  would  be  maintained  in  constant 
dollars;  that  is,  the  purchasing  power  would  be  maintained. 

That  means  that  the  money  for  those  programs  would  be  in- 
creased for  inflation. 

Another  interpretation  is  that  they  would  be  frozen  at  current 
nominal  levels.  Freezing  discretionary  programs  at  the  current 
nominal  level  means  that  the  purchasing  power  of  those  dollars  de- 
clines over  time  and  that  real  changes  would  actually  have  to  be 
made  in  the  programs  to  maintain  current  services. 

So  there  are  really  two  different  views,  and  there's  no  way  for 
CBO  to  say  that  one  is  right  and  one  is  wrong.  So  we  present  them 
both.. 

The  top  solid  line  shows  current  policy  economic  assumptions 
and  discretionary  programs  adjusted  for  inflation.  The  bottom  solid 
line  also  shows  current  policy  economic  assumptions,  but  shows 
discretionary  programs  that  are  frozen  at  1996  levels. 

You  can  see  that  a  freeze  in  the  discretionary  programs  at  1996 
nominal  levels  makes  a  big  difference.  But  that  is  not  a  passive 
policy.  It's  very  hard  to  maintain  programs  literally  at  their  1996 
levels.  By  the  end  of  a  decade  that  would  mean  a  25-percent  reduc- 
tion in  the  actual  resources  that  are  given  to  these  programs. 

In  the  case  of  defense,  a  25  percent  cut  would  mean  lower  levels 
of  personnel,  fewer  troops,  a  smaller  force  of  weapons,  and  cer- 
tainly less  new  technology. 

On  the  other  two  sets  of  projections,  the  dashed  lines,  (and  there 
is  a  handout  that  shows  this  same  chart)  show  different  underlying 
assumptions  about  economic  policy. 

We  were  asked  last  December  to  incorporate  what  still  is  called 
the  fiscal  dividend,  to  build  it  into  the  economic  assumptions  as  a 
helpful  tool  for  the  Budget  Committees  in  trying  to  reach  a  bal- 
anced budget. 

What  that  means,  in  practice,  is  that  the  economic  assumptions 
on  which  those  dotted  line  projections  are  based  show  interest  rates 
that  are  110  basis  points  lower  than  the  current  policy  economic 
assumptions,  and  they  show  an  additional  economic  growth  rate  of 
a  tenth  of  a  percent  a  year. 

That  makes  a  difference  too.  So  you  can  see,  by  comparing  the 
solid  line  on  top  with  the  dotted  line,  the  difference  between  these 
two  lines  shows  the  difference  in  the  economic  assumptions.  Both 
of  these  lines  assume  that  discretionary  programs  are  adjusted  for 
inflation. 


They  differ  because  of  the  underlying  assumptions  about  interest 
rates  and  growth,  because  this  line  builds  in  the  balanced  budget 
fiscal  dividend.  The  solid  line  is  current  policy,  assuming  nothing 
about  any  balanced  budget;  the  dotted  one  assumes  a  balanced 
budget. 

And  the  projection  is  only  valid  if  an  agreement  is  already  in 
mind,  that  a  balanced  budget  would  be  attained. 

Comparing  these  other  two  lines,  shows  that  they  differ  only  be- 
cause of  the  economic  assumptions,  but  both  of  them  show  discre- 
tionary programs  frozen  at  1996  level. 

When  you  jump  from  a  projection  that  both  uses  current  policy 
economic  assumptions,  and  inflates  discretionary  programs  by  the 
consumer  price  index  to  a  line  that  assumes  both  a  balanced  budg- 
et (and  therefore  more  favorable  economic  assumptions)  and  that 
discretionary  programs  are  frozen,  you  get  a  huge  difference. 

This  is  the  line  that  you  may  have  read  about,  that  shows  a  defi- 
cit of  only  $106  billion  in  2002,  but  that  is  not  the  result  of  a 
change  in  CBO  assumptions.  Our  assumptions,  in  fact,  are  very  lit- 
tle changed  from  December. 

If  you  stick  with  the  same  concept  and  compare  it  with  what  we 
would  have  done  in  December,  the  difference  is  only  a  couple  of  bil- 
lion dollars. 

So,  going  from  here  to  there  is  not  a  change  in  CBO  assumptions 
over  time,  it's  just  a  change  in  the  definition. 

To  sum  up,  what  we  show  is — just  reading  off  the  chart,  or  look- 
ing at  Table  3  in  the  testimony — by  the  end  of  the  decade,  under 
current  policy,  not  assuming  a  balanced  budget,  the  size  of  the  defi- 
cit would  grow  to  $403  billion  from  its  current  level,  or  what  we 
expect  will  be  $144  billion  in  1996. 

At  the  other  extreme,  assuming  both  a  balanced  budget  and  a 
freeze  in  discretionary  programs  would  produce  a  deficit  of  $64  bil- 
lion in  2006. 

But  again  I  would  caution  that  that  bottom  line,  showing  the  $64 
billion  deficit,  is  not  something  that's  easy  to  attain,  and  a  freeze 
that  would  amount  to  a  reduction  in  discretionary  programs  of  25 
percent  in  real  resources  is  surely  not  easy  to  attain. 

So  the  bottom  line  really  incorporates  two  policy  changes:  bal- 
ancing the  budget  and  freezing  discretionary  programs  at  1996  lev- 
els. 

The  President  has  submitted  a  budget  in  March  that  is  intended 
to  eliminate  the  deficit  by  2002.  In  an  effort  to  attain  that  goal,  the 
President's  budget  included  two  sets  of  policies.  The  first  is  based 
on  the  presumption  that  the  budget  will  balance  under  the  Admin- 
istration's economic  and  technical  assumptions. 

The  second,  however,  includes  contingent  policies  that  would 
have  to  be  carried  out  if  the  Administration's  assumptions  proved 
too  optimistic  and  additional  deficit  reduction  is  required  to  balance 
the  budget. 

Using  our  own  economic  projections  that  assume  a  balanced 
budget,  CBO  estimates  that  the  basic  policies  proposed  in  the 
President's  budget  would  reduce  the  deficit  substantially  below 
CBO's  base  line  projections,  but  that  the  deficit  would  still  total 
$81  billion  in  2002.  This  can  be  seen  in  Table  7  of  the  testimony. 
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If  CBO's  more  cautious  assumptions  should  prove  accurate,  how- 
ever, and  the  Administration's  should  prove  inaccurate,  the  pack- 
age of  contingent  policies  outlined  in  the  President's  budget  serve 
as  a  kind  of  a  fail-safe,  and  would  further  reduce  deficits,  produc- 
ing a  surplus  of  $3  billion  in  the  year  2002. 

In  the  long  run,  because  CBO's  regular  current  policy  projections 
extend  only  through  2006,  they  do  not  reflect  a  major  event  that 
will  first  begin  to  affect  deficits  about  five  years  after  2006,  namely 
the  aging  of  the  baby-boom  generation. 

As  the  baby-boomers  retire,  both  the  outlay  and  revenue  sides  of 
the  federal  budgetary  ledger  will  be  squeezed.  Government  outlays 
will  surge  as  the  number  of  people  eligible  to  receive  Social  Secu- 
rity, Medicare  and  Medicaid  rises  sharply. 

At  the  same  time,  revenues  will  be  squeezed,  because  the  num- 
ber of  people  working  and  paying  taxes  will  be  growing  very  slowly. 
Moreover,  if  spending  per  beneficiary  in  Medicare  and  Medicaid 
continues  to  grow  faster  than  the  economy,  as  it  has  done,  the  fed- 
eral costs  of  financing  these  health  care  programs  for  the  elderly 
would  grow  at  an  extraordinary  pace. 

These  pressures  on  the  budget  will  then  be  magnified  by  the 
growth  of  interest  on  the  borrowing  needed  to  finance  these  pro- 
grams and  we  would  be  in  a  kind  of  vicious  circle. 

CBO  has  calculated  of  what  this  would  mean,  using  simple  as- 
sumptions about  the  other  parts  of  the  budget.  The  simplest  of 
these  calculations  ignores  the  feedback  effects  that  growing  deficits 
would  place  on  the  economy. 

Even  so,  one  plausible  path  of  revenues  and  spending  would 
produce  a  deficit  that  rose  to  12  percent  of  GDP  by  2005,  while  the 
debt  held  by  the  public  reached  135  percent. 

The  deficit  has  reached  levels  that  high  only  during  the  Second 
World  War  and  the  debt  has  never  been  that  large.  This  second 
chart  shows  the  debt  in  the  past,  and  you  can  see  that  even  during 
World  War  II  it  was  considerably  lower  than  it  would  be  if  nothing 
were  done  to  change  current  policies. 

[The  chart  referred  to  follows:] 
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I  believe  that  that  quite  vividly  shows  the  problem  that  we  face. 
The  path  of  spending  and  revenues  in  this  scenario  clearly  cannot 
be  sustained  and  it  spirals  out  of  control  after  2025. 

The  picture  becomes  even  worse  when  we  take  economic 
feedbacks  into  account,  since  the  growth  of  the  debt  would  raise  in- 
terest rates  and  slow  the  growth  of  the  economy.  That  would  be  a 
30-year  reverse  fiscal  dividend. 

Because  there  is  great  uncertainty  about  both  the  budgetary  and 
economic  assumptions  over  such  a  long  period,  we  have  looked  at 
several  different  scenarios  and  tested  their  sensitivity  to  changes 
in  assumptions.  Under  a  wide  range  of  plausible  scenarios,  the  re- 
sults point  to  one  conclusion:  without  changes  in  current  policy,  the 
federal  deficit  would  rise  to  unprecedented  levels  in  the  not-too-dis- 
tant future. 

Although  there  is  a  lot  of  uncertainty  about  things  like  economic 
growth,  the  demographic  picture  is  much  more  certain.  The  baby- 
boomers  are  already  here,  we  know  how  many  there  are,  and  we 
have  a  pretty  good  idea  of  how  many  retirees  there  will  be. 

We  also  have  a  pretty  good  idea  about  the  size  of  the  working 
population  well  into  the  century.  So  the  demographic  changes  that 
are  at  the  basis  of  this  fairly  alarming  scenario  are  already  in 
place.  They  will  happen. 

There  is  uncertainty  about  the  other  aspects  of  the  projection, 
but  the  problem  is  clear  because  of  the  demographics  that  are  al- 
ready in  place. 

This  is  not  CBO's  projection  of  what  we  believe  will  happen,  be- 
cause we  assume  that  no  one  is  going  to  allow  such  a  scenario  to 
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happen,  and  that  the  Congress  will  put  policies  in  place  that  will 
prevent  it  from  ever  coming  true. 

These  results  reinforce  the  conclusions  of  other  analysts:  that  the 
aging  of  the  baby-boom  population  will  force  policymakers  to  make 
difficult  decisions  about  paring  entitlement  benefits  or  other  spend- 
ing or  increasing  taxes. 

CBO's  analysis  also  shows  that  making  these  changes  will  yield 
considerable  benefits  in  the  long  run.  For  example,  cutting  deficits 
now  reduces  the  programmatic  costs  that  would  be  needed  later  to 
bring  deficits  to  the  desired  levels. 

In  addition,  if  policies  involving  retirement  age  or  benefit  levels 
are  changed,  current  workers  should  have  a  chance  to  plan  for 
their  retirement  with  these  changes  in  mind — another  argument 
for  doing  something  sooner  rather  than  later. 

Regardless  of  what  policy  changes  are  made,  the  economic  bene- 
fits of  achieving  a  long-term,  sustainable  budget  policy  would  be 
great.  For  example,  permanently  balancing  the  budget  could  raise 
real  incomes  in  the  United  States  by  10  percent  to  15  percent  by 
the  year  2025,  and  by  still  larger  percentages  in  years  afterward. 

The  details  of  our  long-run  story  will  be  given  in  our  published 
report  and  the  prepared  testimony  has  additional  information.  I 
will  close  now,  as  I'm  sure  you  may  have  questions. 

[The  prepared  statement  of  June  O'Neill  follows:] 

Prepared  Statement  of  June  E.  O'Neill,  Director,  Congressional  Budget 

Office 

Chairman  Kasich,  Congressman  Sabo,  and  Members  of  the  Committee,  I  am 
pleased  to  be  with  you  this  morning  to  review  the  state  of  the  economy  and  the 
budget.  Three  weeks  ago,  the  Congressional  Budget  Office  (CBO)  released  The  Eco- 
nomic and  Budget  Outlook,  Fiscal  Years  1997-2006:  A  Preliminary  Report,  which 
presents  our  current  views.  My  testimony  today  summarizes  that  report  and  pre- 
sents updated  baseline  budgetary  projections  that  have  been  slightly  revised  to  re- 
flect the  enactment  since  that  report  was  issued  of  the  farm  bill,  the  spending  and 
revenue  provisions  in  the  debt  limit  bill,  and  a  new  continuing  resolution.  It  also 
summarizes  CBO's  analysis  of  the  President's  recent  budget  submission,  as  well  as 
work  that  CBO  has  done  on  the  long-term  budgetary  effects  of  the  aging  of  the 
baby-boom  population.  Along  with  more  detailed  information  on  baseline  projections, 
those  analyses  will  be  published  in  CBO's  annual  report  to  be  released  next  month. 

CBO  projects  that  the  deficit  will  decline  for  the  fourth  straight  year  in  fiscal  year 
1996  and  that  the  economy  will  continue  to  expand  at  a  moderate  rate.  But  if  cur- 
rent policies  for  revenues  and  entitlements  are  not  changed,  and  if  discretionary  ap- 
propriations keep  pace  with  inflation,  the  deficit  will  begin  to  grow  steadily  in  1997. 
If  discretionary  spending  is  not  adjusted  for  inflation,  the  deficit  will  level  off  in 
nominal  terms  at  about  $180  billion  and  shrink  in  relation  to  the  size  of  the  econ- 
omy. Both  the  Congress  and  the  President,  however,  have  proposed  changes  in  poli- 
cies that  would  balance  the  budget  by  2002. 

The  President  presented  a  set  of  policy  changes  intended  to  eliminate  the  deficit 
in  the  budget  he  submitted  in  March.  Under  CBO's  more  cautious  economic  and 
technical  assumptions,  the  basic  policies  outlined  in  the  President's  budget  would 
bring  down  the  deficit  to  about  $80  billion  by  2002  instead  of  producing  the  budget 
surplus  that  the  Administration  estimates.  However,  CBO  estimates  that  additional, 
contingent  policies  proposed  in  the  budget,  which  are  to  be  carried  out  if  deficits  are 
higher  than  the  Administration  projects,  would  produce  a  small  surplus  in  2002. 

Because  CBO's  regular  current-policy  projections  extend  only  through  2006,  they 
do  not  reflect  a  major  event  that  will  first  begin  to  affect  deficits  about  five  years 
after  2006— namely,  the  aging  of  the  baby-boom  generation.  Combined  with  antici- 
pated continued  growth  in  the  per-person  cost  of  Medicare,  the  increase  in  the  num- 
ber of  beneficiaries  of  federal  programs  for  the  elderly  and  a  slowing  in  the  rate  of 
growth  of  the  labor  force  will  put  enormous  pressure  on  the  budget.  If  those  pres- 
sures are  not  dealt  with  by  reducing  spending  or  increasing  taxes,  the  mounting 
deficits  could  seriously  erode  future  economic  growth.  Balancing  the  budget  by  2002 
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will  help  alleviate  the  pressures,  particularly  if  the  deficit  reduction  package  en- 
acted includes  measures  that  would  slow  the  growth  of  entitlement  spending.  But 
the  size  of  the  future  problem  is  so  great  that  eliminating  the  deficit  by  2002  would 
not  alone  ensure  that  future  deficits  remain  at  an  acceptable  level  without  addi- 
tional changes  in  spending  and  taxes. 

THE  BUDGET  OUTLOOK  UNDER  CURRENT  POLICIES 

CBO  projects  that  the  deficit  will  fall  to  $144  billion  in  1996,  or  1.9  percent  of 
gross  domestic  product  (GDP).  That  figure  is  $28  billion  lower  than  CBO  predicted 
fast  winter  in  its  report  The  Economic  and  Budget  Outlook:  December  1995  Update. 
The  reduction  in  the  estimated  deficit  stems  largely  from  enacted  appropriations. 
Those  appropriations  are  expected  to  reduce  discretionary  spending  bv  almost  $20 
billion  from  the  statutory  limit  on  discretionary  outlays  that  CBO  used,  as  the  basis 
for  its  December  baseline  projections. 

CBO's  current  outlook  for  the  deficit  after  1996  is  not  very  different  from  its  De- 
cember one.  On  average,  the  deficits  projected  for  1997  through  2005  in  the  com- 
parable current  baseline  are  lower  than  CBO's  December  projections  by  about  0.2 
percent  of  GDP. 

Estimates  of  the  size  of  the  deficit  in  1997  and  its  course  after  that  depend  heav- 
ily on  assumptions  about  economic  conditions  and  the  level  of  discretionary  spend- 
ing that  annual  appropriation  legislation  will  provide.  For  the  annual  report  this 
year,  CBO  has  produced  four  different  baseline  projections  of  spending  and  reve- 
nues, which  vary  according  to  assumptions  made  about  the  course  of  the  economy 
and  the  growth  of  discretionary  spending.  For  all  four  of  the  baseline  projections, 
CBO  assumes  that  current  laws  governing  mandatory  spending  programs  and  reve- 
nues will  not  change. 

Economic  assumptions 

CBO  has  produced  two  sets  of  economic  projections.  The  first  set  is  the  traditional 
one  for  the  annual  report,  which  assumes  no  change  in  current  budgetary  policies. 
Therefore,  those  economic  projections  are  consistent  with  projections  of  the  levels  of 
spending,  revenues,  and  deficits  that  will  occur  if  budgetary  policies  do  not  in  fact 
change. 

A  second  set  of  projections  incorporates  the  economic  effects  anticipated  if  the  def- 
icit is  eliminated  by  2002 — a  goal  that  both  the  Congress  and  the  President  have 
endorsed.  CBO  assumes  that  balancing  the  budget  would  lower  interest  rates  and 
slightly  increase  economic  growth.  Consequently,  federal  interest  payments  would 
decrease  and  revenues  would  increase.  As  with  CBO's  economic  forecast  of  last  De- 
cember, this  set  of  projections  was  developed  as  an  aid  to  policymakers  considering 
plans  to  balance  the  budget  by  2002.  It  does  not  represent  an  alternative  projection 
of  the  course  of  the  economy  if  no  such  plan  is  carried  out. 

The  economic  outlook  has  not  changed  significantly  since  December.  CBO  contin- 
ues to  believe  that  the  U.S.  economy  is  fundamentally  sound  and  estimates  that  the 
chances  of  a  major  downturn  in  the  next  two  years  are  not  high.  CBO  does  not  at- 
tempt to  forecast  cyclical  economic  patterns  beyond  two  years.  Hence,  economic  pro- 
jections for  1997  through  2006  represent  CBO's  estimates  of  the  average  economic 
performance  over  the  period,  based  on  an  assessment  of  the  fundamental  factors  af- 
fecting the  economy. 

Under  the  current-policy  economic  assumptions,  CBO  projects  that  the  econoiny, 
as  measured  by  real  GDP,  will  grow  at  sligntly  below  its  noninflationary  potential 
rate  of  growth  over  the  next  three  years.  After  that,  CBO  assumes  that  the  economy 
will  on  average  grow  at  the  potential  rate — estimated  by  CBO  to  be  2.1  percent  a 
year  (see  Table  1  on  page  23).  The  unemployment  rate  is  expected  to  average  6  per- 
cent over  the  1997-2006  period,  0.4  percentage  points  above  the  rate  for  the  first 
quarter  of  1996.  The  projected  level  is  also  sligntly  above  CBO's  estimate  of  the 
nonaccelerating  inflation  rate  of  unemployment  (NAIRU)  because  the  average  unem- 
ployment rate  has  historically  been  slightly  higher  than  the  NAIRU.  Inflation,  as 
measured  by  the  consumer  price  index,  will  climb  slightly  over  the  next  two  years 
but  will  average  a  moderate  rate  of  about  3  percent  a  year  during  the  1997-2006 
period.  CBO  forecasts  little  change  in  long-term  and  short-term  interest  rates  over 
the  next  two  years.  Similarly,  it  projects  that  the  average  level  of  interest  rates  for 
1998  through  2006  will  be  close  to  current  levels. 

If  instead  of  assuming  that  current  budgetary  policies  continue,  CBO  assumes 
that  the  budget  will  be  balanced  by  2002,  projected  interest  rates  would  be  110  basis 
points  (1.1  percentage  points)  lower  by  2002,  and  real  growth  would  be  0.1  percent- 
age point  a  year  higher  (see  Table  2).  The  economic  projections  that  assume  a  bal- 
anced budget  are  quite  similar  to  CBO's  December  1995  projections,  which  also  as- 
sumed a  balanced  budget  by  2002. 
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Assumptions  about  discretionary  spending 

As  with  the  economic  variables,  CBO  has  made  two  different  assumptions  about 
the  path  of  discretionary  spending.  Such  is  uncertain  under  current  law  because  it 
is  governed  by  annual  appropriations  instead  of  permanent  law.  The  starting  point 
for  both  sets  of  projections  is  the  level  of  appropriations  enacted  for  1996  (assuming 
the  amount  of  spending  that  would  result  from  extending  the  current  continuing 
resolution  for  a  full  year). 

In  the  first  set  of  projections,  discretionary  spending  is  assumed  to  grow  at  the 
rate  of  inflation  up  to  the  statutory  caps  imposed  on  it  through  1998.  CBO  projects 
that  1996  appropriations  from  the  Violent  Crime  Reduction  Trust  Fund  (VCRTF) 
adjusted  for  inflation  will  be  below  the  limit  set  on  that  spending  in  both  1997  and 
1998.  Consequently,  the  caps  would  not  affect  VCRTF  spending.  However,  although 
inflated  general-purpose  discretionary  spending  (all  discretionary  spending  other 
than  VCKTF  spending)  will  be  below  its  cap  in  1997,  it  will  exceed  the  cap  in  1998. 
Therefore,  CBO  assumes  that  general-purpose  discretionary  spending  will  equal  the 
cap  in  1998  and  will  grow  from  that  level  at  the  rate  of  inflation  in  1999  through 
2006. 

In  the  second  set  of  projections,  discretionary  funding  remains  frozen  at  the  dollar 
level  provided  in  the  1996  appropriation  bills  in  all  years  through  2006.  In  that 
case,  the  caps  never  become  constraining. 

Baseline  budget  projections 

The  combination  of  two  alternative  assumptions  about  the  econonvy  and  two  as- 
sumptions about  discretionary  spending  produces  four  different  sets  of^ deficit  projec- 
tions (see  Table  3). 

Under  current-policy  economic  assumptions,  the  projected  deficit  will  grow  stead- 
ily, both  in  nominal  terms  and  as  a  percentage  oi  GDP,  if  discretionary  spending 
is  at  the  cap  level  adjusted  for  inflation.  If  discretionary  spending  policy  is  to  freeze 
appropriations  at  the  1996  dollar  amount,  deficits  will  level  off  at  around  $180  bil- 
lion a  year  and  decrease  as  a  percentage  of  GDP.  Even  at  the  relatively  low  levels 
of  inflation  that  CBO  assumes  over  the  next  10  years,  such  a  freeze  would  cut  the 
purchasing  power  of  discretionary  appropriations  oy  about  25  percent  by  2006. 

Under  the  balanced  budget  economic  assumptions,  the  deficit  will  grow  in  both 
nominal  terms  and  as  a  percentage  of  GDP  if  discretionary  spending  equals  the  cap 
in  1998  and  keeps  up  with  inflation  after  that.  However,  it  will  climb  more  slowly 
than  under  the  current-policy  economic  assumptions.  The  deficit  is  held  down  by  the 
so-called  fiscal  dividend-reductions  in  payments  for  interest  on  the  debt  and  in- 
creases in  revenues  that  flow  from  the  lower  interest  rates  and  slightly  faster  eco- 
nomic growth  under  the  economic  assumptions  that  assume  a  balanced  budget.  If 
debt-service  savings  that  stem  from  the  lower  deficits  are  included,  the  fiscal  divi- 
dend would  lower  the  deficit  by  $75  billion  in  2002. ^ 

If  discretionary  spending  is  frozen,  the  deficit  will  rise  in  1997  and  1998  but  then 
begin  to  decline.  Although  the  freeze  would  not  produce  a  balanced  budget  by  2002 
(the  deficit  would  be  $106  billion),  it  would  go  a  long  way  toward  achieving  the  pol- 
icy savings  that  are  needed  to  reach  budgetary  balance  and  produce  the  economic 
benefits  that  this  baseline  assumes.  That  outcome  is  not  surprising.  Freezing  discre- 
tionary appropriations  at  the  1996  level  produces  discretionary  outlays  in  2002  close 
to  the  level  assumed  by  the  Congress  in  the  budget  resolution  for  1996.  Under  its 
December  economic  assumptions,  CBO  estimated  that,  given  the  level  of  discre- 
tionary spending  assumed  in  the  budget  resolution,  the  approximately  $100  billion 
in  net  deficit  reduction  in  2002  resulting  from  changes  in  entitlement  and  revenue 
policies  proposed  in  H.R.  2491,  the  Balanced  Budget  Act,  would  eliminate  the  deficit 
in  2002. 

Of  course,  the  full  amount  of  the  savings  from  the  fiscal  dividend  would  result 
only  if  the  budget  was  in  fact  balanced.  Therefore,  a  baseline  that  reflects  the  eco- 
nomic improvements  from  balancing  the  budget  but  has  large  deficits  resulting  from 
projections  of  revenues  and  spending  under  current  policies  is  internally  inconsist- 
ent. Such  a  baseline,  however,  is  a  useful  tool  because  it  indicates  the  amount  of 
direct  savings  from  policy  changes  that  is  needed  to  balance  the  budget.  Section  203 
of  the  third  continuing  resolution  (Public  Law  104-56)  directed  CBO  to  produce  a 
baseline  in  December  on  just  such  a  basis  to  aid  discussions  between  the  Congress 
and  the  Administration  on  balancing  the  budget.  The  current  projections  based  on 


1  The  fiscal  dividend  described  in  CBO's  report  The  Economic  and  Budget  Outlook:  December 
1995  Update  did  not  include  debt-service  savings  resulting  from  the  fiscal  dividend  itself.  In  ad- 
dition, the  interest  component  of  that  fiscal  dividend  was  calculated  on  the  stock  of  debt  that 
would  result  if  a  balanced  budget  was  achieved,  not  on  the  higher  stock  of  debt  implied  by  a 
continuation  of  current  budgetary  policies. 
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balanced  budget  economic  assumptions  should  be  useful  to  the  Budget  Committees 
in  putting  together  a  budget  resolution  plan  to  balance  the  budget.  CBO  also  used 
them  to  analyze  the  President's  March  19  budget  submission,  which  does  balance 
the  budget  by  2002.  In  addition,  CBO  can  compare  the  projections  with  the  Decem- 
ber baseline. 

Changes  since  December 

CBO's  current  baseline  budget  projections  using  balanced  budget  economic  as- 
sumptions and  capped  discretionary  spending  (with  inflation  after  1998)  do  not  dif- 
fer much  from  its  December  baseline  projections,  which  used  the  same  concepts.  The 
currently  projected  deficit  for  1996  is  $28  billion  lower  than  the  December  projec- 
tion. However,  about  two-thirds  of  that  change  results  from  actions  of  1996  appro- 
priation bills  that  the  December  baseline  did  not  reflect  (see  Table  4).  The  reduc- 
tions in  the  deficit  in  the  years  after  1996  are  smaller,  by  amounts  ranging  from 
$8  billion  in  1998  to  $29  billion  in  2005.  Aside  from  the  effects  of  the  enacted  1996 
appropriations  on  the  1996  and  1997  deficits,  relatively  little  change  comes  from  en- 
acted legislation,  since  few  bills  affecting  direct  spending  or  revenues  have  been 
signed  into  law  since  December. 

Much  of  the  change  in  estimated  deficits  for  1998  through  2005  stems  from  reduc- 
tions in  projected  discretionary  spending.  The  reductions  largely  reflect  an  adjust- 
ment to  the  cap  that  the  Office  oi  Management  and  Budget  (OMB)  made  under  the 
S revisions  of  the  Balanced  Budget  and  Emergency  Deficit  Control  Act  of  1985  to  re- 
ect  the  Administration's  estimate  of  the  measure  of  inflation  used  in  the  cap  ad- 
justments. That  estimate  was  lower  than  a  year  earlier.  Projected  spending  for  a 
number  of  mandatory  programs  (particularly  Medicare  and  Medicaid)  is  also  down, 
as  are  interest  costs. 

Lower  projected  revenues,  however,  partially  offset  those  reductions.  The  drop  in 
revenues  results  in  part  from  the  expiration  at  the  end  of  calendar  year  1995  oi  the 
airline  ticket  tax,  which  CBO  estimates  will  cost  the  government  $5  billion  in  1996 
and  $10  billion  by  2005.  Under  baseline  rules,  excise  taxes  dedicated  to  a  trust  fund 
that  are  scheduled  to  expire  during  the  projection  period  are  extended  in  the  base- 
line; however,  those  taxes  are  excluded  from  the  baseline  if  they  have  already  ex- 
pired before  the  baseline  is  released.  Thus,  those  taxes  were  included  in  the  Decem- 
ber baseline  but  are  excluded  from  the  current  revenue  projections. 

The  1997  deficit  is  affected  by  a  substantial  increase  in  the  estimate  of  the  pro- 
ceeds from  ongoing  auctions  by  the  Federal  Communications  Commission  of  licenses 
to  use  parts  of  the  broadcast  spectrum.  The  reestimate  reflects  both  a  revised  esti- 
mate of  the  likely  bids  in  the  auctions  and  a  decision  by  OMB  and  CBO  to  record 
installment  payments  for  the  licenses  under  credit  reform  procedures  on  a  net 
present-value  basis  when  a  license  is  issued. 

One  source  of  significant  change  in  both  mandatory  spending  and  revenue  projec- 
tions— through  not  shown  in  Table  4  because  it  has  not  net  effect  on  the  deficit — 
is  the  Telecommunications  Act  of  1996  (P.L.  104-104),  which  calls  for  expanding  a 
fund  to  provide  universal  telephone  service.  Although  the  receipts  and  expenditures 
of  the  fund  do  not  pass  through  the  government,  they  clearly  would  not  exist  except 
for  action  taken  by  the  federal  government  and  thus  are  ultimately  under  the  con- 
trol of  the  government.  OMB  and  CBO  therefore  concluded  that  the  transactions  of 
the  fund  should  be  recorded  as  revenues  and  outlays  in  the  budget.  Those  trans- 
actions include  both  those  provided  for  by  law  before  the  Telecommunications  Act 
was  enacted  as  well  as  new  transactions  resulting  from  the  act.  Because  the  pro- 
jected revenues  equal  the  projected  outlays  in  every  year,  including  those  trans- 
actions in  the  budget  does  not  affect  the  deficit. 

Additional  details  of  the  projections 

The  major  sources  of  revenues,  the  major  categories  of  spending,  and  the  deficit 
under  CBO's  new  baseline  projections  with  current-policy  economic  assumptions  and 
capped  inflated  discretionary  spending  are  shown  in  Table  5.  More  detailed  baseline 
projections  of  major  mandatory  spending  programs  are  shown  in  Table  6. 

BUDGET  PROJECTIONS  UNDER  THE  PRESIDENT'S  POLICIES 

The  President  submitted  a  budget  in  March  that  is  intended  to  eliminate  the  defi- 
cit by  2002.  To  help  ensure  that  the  goal  is  achieved,  the  budget  included  two  sets 
of  policies:  one  that  the  Administration  estimates  will  balance  the  budget  if  the  Ad- 
ministration's economic  and  technical  assumptions  are  accurate,  and  contingent 
policies  that  would  have  to  be  out  if  the  Administration's  assumptions  prove  too  op- 
timistic and  additional  deficit  reduction  is  required  to  balance  the  budget. 

Using  its  economic  projections  that  assume  a  balanced  budget,  CBO  estimates 
that  the  basic  policies  proposed  in  the  President's  budget  would  lower  the  deficit 
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substantially  below  CBO's  baseline  projections  but  that  the  deficit  would  still  total 
$81  billion  in  2002  (see  Table  7).  The  budget  would  achieve  deficit  reductions  with 
proposals  that  hold  the  growth  of  discretionary  appropriations  below  the  rate  of  in- 
flation, cut  the  growth  of  Medicare  and  Medicaid  below  current-law  projections,  re- 
duce projected  spending  for  welfare  programs,  and  limit  other  mandatory  spending. 
It  also  proposes  to  shrink  the  deficit  through  sales  of  government  assets  and  the 
auctioning  of  additional  portions  of  the  electromagnetic  spectrum.  The  savings 
would  be  partially  offset  by  a  net  reduction  in  revenues  resulting  from  a  combina- 
tion of  tax  cuts  and  increases. 

CBO's  estimates  of  the  deficits  under  the  President's  basic  policies  are  higher 
than  those  of  the  Administration  largely  because  CBO's  baseline  projections  of  the 
deficit  are  higher  than  the  Administration's.  The  Administration's  economic  assump- 
tions do  not  difier  that  much  from  CBO's  economic  projections  under  a  balanced 
budget.  The  Administration  assumes  a  slightly  higher  rate  of  real  growth,  and  the 
projections  differ  in  a  number  of  other  details.  But,  however  slight,  those  differences 
do  produce  noticeably  different  projections.  The  largest  difference  is  in  the  estimates 
of  revenues:  CBO  projects  current-policy  revenues  that  are  $73  billion  lower  with 
its  balanced  budget  economic  assumptions  than  under  the  Administration's  eco- 
nomic forecast.  CBO  also  assumes  that  Medicaid  and  some  other  mandatory  pro- 
grams will  grow  more  rapidly  under  current  policy  than  does  the  Administration. 
In  addition,  CBO  estimates  that  a  number  of  the  President's  proposed  policy 
changes  will  reduce  the  deficit  less  than  the  Administration  assumes.  For  instance, 
the  Administration  assumes  that  the  proposed  changes  in  the  Medicaid  program 
will  cut  spending  by  $27  billion  in  2002.  CBO  estimates  that  the  proposal  will  save 
$22  billion. 

The  package  of  contingent  policies  outlined  in  the  President's  budget  would  fur- 
ther reduce  deficits,  producing  a  surplus  of  $3  billion  in  2002.  Those  policies  call 
for  the  sunset  of  proposed  tax-relief  provisions  after  2000,  additional  savings  from 
further  restraining  Medicare  costs,  deeper  cuts  in  discretionary  spending,  and  new 
fees  on  television  broadcasters  to  offset  any  shortfall  in  anticipated  receipts  from  the 
proposed  auction  of  the  right  to  use  the  broadcast  spectrum. 

IMPACTS  OF  AN  AGING  POPULATION  ON  THE  BUDGET 

The  aging  of  Americans  born  between  1946  and  1964  will  dramatically  affect  the 
federal  budget  in  the  coming  century.  Because  the  first  members  of  that  baby-boom 
generation  will  turn  65  in  2011,  those  effects  are  not  reflected  in  CBO's  projections 
of  spending  and  revenues  through  2006.  In  the  decades  after  2010,  however,  the  de- 
mographic shift  will  push  up  the  deficit  rapidly  if  no  changes  are  made  in  entitle- 
ment benefits  for  the  elderly  or  in  taxes  in  the  working  population.  Because  escalat- 
ing deficits  would  reduce  investment,  increase  interest  rates,  and  eventually  choke 
off  economic  growth,  such  a  path  is  not  sustainable.  Although  the  problem  must  ul- 
timately be  dealt  with  it  will  be  less  painful  to  deal  with  it  sooner  rather  than  later. 

Demographic  changes 

The  trustees  of  the  Social  Security  Old-Age  and  Survivors  and  Disability  Insur- 
ance (OASDI)  Trust  Funds  estimate  that  the  number  of  citizens  65  or  older  in  2030 
will  be  more  than  double  the  number  in  1990,  while  the  number  of  working-age 
Americans  (20  to  64  years  old)  will  increase  only  about  25  percent  (see  table  8).  As 
a  result,  the  number  of  retirees  to  be  supported  per  worker  will  jump  sharply. 

The  increase  in  the  number  of  the  elderly  after  2010  will  drive  up  the  costs  of 
Social  Security.  It  will  also  put  pressure  on  Medicare,  which  provides  basic  health 
care  coverage  for  most  people  65  and  over,  and  Medicaid,  which  provides  long-term 
care  and  some  other  assistance  for  the  poor  elderly.  At  the  same  time,  revenues  will 
grow  more  slowly  because  the  growth  in  the  number  of  workers  will  slow. 

Budgetary  and  economic  assumptions 

The  concept  of  a  current-policy  baseline  is  somewhat  ambiguous  even  for  the  10- 
year  projections  of  spending  and  outlays  described  earlier.  Over  a  much  longer  pe- 
riod, the  approach  used  in  those  projections  would  produce  misleading  results.  For 
instance,  freezing  discretionary  spending  at  the  1996  dollar  level  over  the  next  10 
years  is  one  possible  interpretation  of  current  policy  in  CBO's  10-year  projections, 
even  though  that  level  of  spending  would  purchase  only  about  three-fourths  as  much 
in  2006  as  in  1996.  But  if  such  a  freeze  were  continued  for  another  40  years,  even 
at  the  relatively  low  inflation  rate  of  3  percent,  discretionary  appropriations  would 
cover  less  than  one-fourth  of  the  cost  of  the  armed  forces,  law  enforcement  officials, 
highway  construction,  and  other  goods  and  services  that  are  being  provided  in  1996 
although  the  population  would  be  significantly  larger. 
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Therefore,  CBO  did  not  attempt  to  extend  its  regular  budgetary  projections  be- 
yond 2006.  For  Social  Security,  Medicare,  and  federal  retirement  programs,  CBO 
simply  adopted  the  long-term  projections  made  by  trustees  of  those  programs  (or  the 
Office  of  Personnel  Management  and  the  Department  of  Defense  in  the  case  of  fed- 
eral retirement)  and  adjusted  for  any  differences  between  CEO's  economic  assump- 
tions and  those  of  the  trustees.  Various  broad  national  income  and  product  account 
(NIPA)  categories  of  other  spending  were  assumed  to  grow  according  to  simple  rules 
applied  to  each  category.  For  instance,  transfer  payments  (other  than  those  included 
in  the  trustees'  projections)  were  assumed  to  grow  with  demographic  demands,  labor 
productivity,  and  inflation.  In  the  case  of  discretionary  spending,  CBO  used  two  al- 
ternative assumptions.  In  one  scenario,  expenditures  grow  at  the  same  rate  as  the 
economy.  In  the  other,  they  increase  at  the  rate  of  inflation.  CBO  assumes  that  rev- 
enues will  remain  a  stable  share  of  economic  income,  except  for  an  adjustment  for 
the  growth  in  interest  income  on  the  federal  debt  and  Medicare  Supplementary 
Medical  Insurance  premiums,  which  are  treated  as  revenues  in  NIPA  accounting. 

Similarly,  in  order  to  assess  the  effect  of  long-run  budget  policies,  CBO  had  to 
make  assumptions  about  fundamental  forces  in  the  economy  over  the  coming  dec- 
ades. Reflecting  the  anticipated  slowing  in  the  growth  of  the  labor  force,  CBO's  base 
cases  assume  that  annual  growth  in  the  total  hours  of  work  will  drop  from  1.2  per- 
cent in  1995  to  almost  nothing  in  2025.  Assuming  further  that  total  factor  produc- 
tivity continues  to  grow  at  the  average  rate  since  1947,  annual  growth  of  real  GDP 
is  projected  to  slop  from  2.1  percent  in  2005  to  1.2  percent  in  2025  before  any  effects 
that  increasing  deficits  will  have  on  growth  and  factored  in. 

Long-term  budget  projections 

Because  of  the  great  uncertainty  about  both  the  budgetary  and  economic  assump- 
tions, CBO  looked  at  several  different  scenarios  and  tested  the  sensitivity  of  its  re- 
sults to  changes  in  the  assumptions.  Under  an  array  of  plausible  scenarios,  the  defi- 
cit would  grow  as  a  percentage  of  GDP  after  about  2010.  The  level  of  the  deficit 
in  relation  to  the  size  of  the  economy  would  depend  on  the  specific  assumptions 
about  growth  in  spending  and  revenues  and  on  assumptions  about  population 
growth,  increases  in  productivity,  and  the  effects  of  mounting  deficits  on  tne  econ- 
omy. 

Even  without  assuming  any  economic  feedback  effects  from  increasing  deficits, 
one  seemingly  plausible  path  of  revenues  and  spending  (with  discretionary  spending 
growing  at  the  rate  of  the  economy  afi^r  2006)  would  produce  a  deficit  that  equals 
12  percent  of  GDP  by  2025  and  debt  held  by  the  public  equal  to  135  percent  of  GDP 
(see  Table  9).  The  deficit  has  reached  levels  that  high  only  during  World  War  II, 
and  the  debt  has  never  been  that  large.  The  path  of  spending  and  revenues  in  this 
scenario  clearly  cannot  be  sustained  because  the  debt-to-GDP  ratio  spirals  out  of 
control  after  2025.  Interest  pa3mients  would  consume  an  ever  larger  share  of  federal 
spending. 

For  a  path  of  spending  and  revenues  to  be  sustainable,  the  resulting  debt  must 

frow  no  faster  than  the  economy.  One  measure  of  the  size  of  the  problem  presented 
y  burgeoning  deficits  is  the  increase  in  revenues  (or  reduction  in  spending)  needed 
to  keep  the  debt  as  a  percentage  of  GDP  from  exceeding  its  current  level  for  the 
foreseeable  future.  Assuming  that  discretionary  spending  grows  at  the  rate  of  the 
economy,  CBO  estimates  that  increasing  revenues  by  an  amount  equal  to  5  percent 
of  GDP  would  achieve  that  goal.  Since  revenues  in  the  scenario  equal  20  percent 
of  GDP,  that  amount  would  represent  about  a  25  percent  hike  in  revenues.  Ii  discre- 
tionary spending  is  assumed  to  grow  only  at  the  rate  of  inflation  after  2006,  a  reve- 
nue increase  equal  to  about  3  percent  of  GDP  (or  15  percent  of  revenues)  would  keep 
the  debt  as  a  percentage  of  GDP  at  or  below  its  current  level. 

Other  assumptions  about  the  growth  of  spending  produce  lower  projected  deficits 
and  debt.  However,  taking  economic  feedbacks  into  account  will  produce  projected 
deficits  that  are  significantly  higher,  reaching  about  20  percent  of  GDP  by  2025,  as- 
suming that  discretionary  spending  grows  with  the  economy.  These  projections  are 
much  worse  because  they  assume  that  burgeoning  deficits  will  crowd  out  capital, 
which  pushes  up  interest  rates  and  slows  the  growth  of  the  economy.  As  a  result, 
the  federal  tax  base  is  weaker  and  federal  interest  costs  are  higher.  Although  the 
precise  path  of  deficits  and  debt  as  a  percentage  of  GDP  depends  on  the  particular 
assumptions  about  demographics,  productivity,  and  the  ^owth  of  discretionary 
spending,  the  projected  deficits  and  debt  in  all  of  the  scenarios  that  assume  the  eco- 
nomic feedbacks  and  no  change  in  policy  eventually  soar  to  levels  that  are  clearly 
not  sustainable. 

Those  results  reinforce  the  conclusions  of  other  analysts  that  the  aging  of  the 
baby-boom  population  will  eventually  force  policymakers  to  make  difficult  decisions 
about  paring  entitlement  benefits  or  other  spending  or  increasing  taxes.  CBO's  anal- 
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ysis  also  shows  that  making  those  changes  now  will  jdeld  considerable  benefits.  For 
example,  cutting  deficits  now  trims  future  debt  and  interest  payments  on  the  debt, 
thereby  reducing  the  programmatic  cuts  that  would  be  needed  later  to  cut  deficits 
to  the  desired  levels.  In  addition,  if  policies  involving  retirement  age  or  benefit  lev- 
els are  changed,  current  workers  should  have  a  chance  to  plan  for  their  retirement 
with  those  changes  in  mind.  Regardless  of  what  policv  changes  are  made,  the  eco- 
nomic benefits  of  achieving  a  long-term,  sustainable  budget  policy  would  be  quite 
large.  For  example,  permanently  balancing  the  budget  could  raise  real  incomes  in 
the  United  States  by  10  percent  to  15  percent  by  2025  and  by  larger  percentages 
in  years  thereafter. 

Effect  of  the  President's  budgetary  proposals 

The  President's  budget  proposes  policies  that  CBO  estimates  would  balance  the 
budget  by  2002.  Because  of  tne  lack  of  details  about  the  President's  policies  after 
2002  and  the  imprecision  of  long-term  budget  projections,  it  is  impossible  to  assess 
fully  the  long-term  effects  of  adopting  the  President's  policies.  Even  if  the  rates  of 
growth  of  spending  and  revenues  after  2002  did  not  change  compared  with  CBO's 
assumptions  based  on  no  change  in  policy,  the  long-term  picture  would  be  brighter 
because  of  the  reduction  in  accumulated  debt  in  2002.  Achieving  a  fiscal  policy  that 
is  sustainable  in  the  very  long  run,  however,  would  require  further  increases  in  rev- 
enues or  reductions  in  the  growth  of  spending  after  2002.  The  Administration  has 
estimated  that  spending  will  grow  more  slowly  after  2002  under  the  President's  poli- 
cies than  CBO  has  assumed  in  its  current-policy  scenarios.  Based  on  those  assump- 
tions about  the  effects  of  the  President's  policies,  the  Administration  projects  a  defi- 
cit of  only  1  percent  of  GDP  in  2050,  less  than  the  level  in  1995.  CBO  is  examining 
the  Administration's  projections,  as  well  as  other  long-term  scenarios  that  start  from 
a  balanced  budget  in  2002.  The  results  from  the  analysis  are  not  yet  available  but 
will  be  included  in  CBO's  annual  report. 

CONCLUSION 

Although  the  projected  deficit  for  1996  is  $28  billion  lower  than  we  estimated  last 
December,  CBO  s  fundamental  outlook  for  the  economy  and  the  budget  has  changed 
little  since  December.  If  current  policies  governing  federal  entitlement  spending  and 
revenues  are  not  changed,  and  if  discretionary  appropriations  are  allowed  to  keep 
pace  with  inflation,  the  deficit  will  begin  climbing  steadily  in  1997  after  declining 
four  years  in  a  row.  The  budget  problem  will  grow  worse  after  2010  when  the  baby- 
boom  population  begins  to  retire  and  will  put  great  pressure  on  the  costs  of  Social 
Security,  Medicare,  and  other  programs  for  the  elderly.  The  President  has  proposed 
changes  in  policies  that  would  balance  the  budget  in  2002,  but  the  extent  to  which 
those  policies  would  ease  the  budgetary  problems  from  the  aging  of  the  baby- 
boomers  is  uncertain.  CBO  plans  to  analyze  further  the  effects  of  proposals  to  bal- 
ance the  budget  by  2002  on  the  long-term  budgetary  problems. 
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TABLE  7.— CBO  REESTIMATE  OF  THE  PRESIDENT'S  BUDGET 

[By  fiscal  year,  in  billions  of  dollars] 


1996  1997  1998  1999 


2000         2001 


2002 


1996- 
2002 


0 

18 

16 

18 

23 

26 

28 

129 

0 

-4 

-6 

-6 

-6 

-7 

-7 

-36 

1 

-6 

-8 

-10 

-10 

-10 

-12 

-54 

CBO  Baseline  Deficit" 144  165         175         182  191  194         210         n.a. 

President's  Basic  Budgetary  Proposals 
Revenues'" 
Tax  relief 

Child  tax  credit 0  10            8            9  13  13           13           64 

Higher  education  deduction 0767778  41 

Individual  retirement  account  ....  0  1             1             1  2  4            5           14 

Other  tax  relief 0  112  2  2            2            9 

Subtotal,  tax  relief  

Extend  expired  excise  taxes 

Other  revenue  provisions  

Subtotal  1  8            2            3  7  9            9          38 

Outlays; 

Medicare  W  -5         -8        -14  -20  -26        -31      -103 

Medicaid  0  2         -2         -6  -10  -16        -22        -54 

Welfare  reform  0  -4         -6         -6  -7  -7         -8        -38 

FCC  spectrum  auction 0  (^)         -2         -3  -4  -5        -16        -31 

Proceeds  from  asset  sales W  -1          M          {")  (•=)  M         -2         -4 

Discretionary  appropriations  2  -4         -6        -26  -42  -46        -38      -161 

Other  policy  changes -1  -4             1         -1  -2  -5         -6        -18 

Debt  service W  M         -1          -3  -6  -11        -16        -35 

Subtotal  1  -17        -23        -59  -91  -116      -138      -444 

Total  Changes 2  -9        -21        -57  -84  -107      -129      -405 

Deficit  Under  the  President's  Basic  Budg- 
etary Proposals  as  Estimated  by  CBO 146  156         153         125  108  87           81           na 

President's  Contingent  Budgetary  Proposals 

Sunset  tax  relief- 0  0            c            c  c  -7-25-32 

Medicare 0  -1         -1         -2  -2  -3         -3       -13 

FCC  spectrum  auction  failsafe 0  0            0            0  0  0-6-6 

Discretionary  appropriations 0  0            0            0  0-22-46-67 

Debt  service  0  W          M          M  W  -1         -4         -6 

Total  Changes 0  -1          -2         -2  -2  -33        -84-124 

Deficit   Under  the   President's   Budgetary 

Proposals  as  Estimated  by  CBO  146  155         152         123  105  54         -3         n.a. 

•This  baseline  is  based  on  economic  projections  that  assume  the  budget  will  be  balanced  by  2002.  It  assumes  that  discretionafy  spending 

is  equal  to  1996  appropriations  adjusted  for  inflation  up  to  the  caps  that  are  in  effect  through  1996.  General-purpose  discretionary  spending 

is  equal  to  the  cap  in  1998  and  grows  from  that  level  at  the  rate  of  inflation  after  that, 

''Revenue  losses  are  shown  witn  a  positive  sign  because  they  increase  the  deficit. 

■^Less  than  $500  million. 

Notes:  Numbers  may  not  add  to  totals  because  of  rounding.  FCC=Federal  Communications  Commission;  n.a.=not  applicable. 
Source:  Congressional  Budget  Office 

TABLE  8.— POPULATION  OF  THE  UNITED  STATES,  BY  AGE,  SELECTED  YEARS,  1950-2070 


1950 

1970 

1990 

Projections 

2010 

2030 

2050 

In  Millions 
Less  than  20  Years  Old                         

54 

81 
113 
21 

75 
153 
32 

82 
186 
40 

83 
192 
68 

84 

20  to  64  Years  Old 

93 

?n? 

65  Years  and  Older  

13 

75 

Total 

159 

215 

260 

307 

343 

360 

As  a  Percentage  of  Total  Population 
Less  than  20  Years  Old 

34 

38 

29 

27 

24 

23 

25 

TABLE  8.— POPULATION  OF  THE  UNITED  STATES,  BY  AGE,  SELECTED  YEARS,  1950-2070— Continued 

Proiections 

1950  1970  1990       

2010         2030         2050 

20  to  64  Years  Old  58  53  59  60  56  56 

65  Years  and  Older  8  10  12  13  20  21 

Total 100         100         100         100         100         100 

Memorandum: 

Ratio  of  People  Age  20  to  64  to  People  Age  65  Years  and 
Older  7.3  5,4  4.8  4.7  2.8  2.7 

Note:  Numbers  may  not  add  to  totals  because  of  rounding. 

Source:  Congressional  Budget  Office  based  on  data  from  the  Social  Security  Administration. 

TABLE  9.— PROJECTIONS  OF  FEDERAL  RECEIPTS  AND  EXPENDITURES  MEASURED  BY  THE  NATIONAL  INCOME 
AND  PRODUCT  ACCOUNTS,  BASE  SCENARIO  WITHOUT  ECONOMIC  FEEDBACKS,  SELECTED  CALENDAR  YEARS 

[As  a  percentage  of  gross  domestic  product] 

Prelimi- 
naiv  2000  2005  2010  2015  2020  2025  2050 

1995' 

Assume  Discretionary  Spending  Grows  with  the  Economy  After  2006'' 

Receipts  20           20           20           20           20           20           20           20 

Expenditures: 

Federal  consumption  expenditures  66555555 

Transfers,  grants,  and  subsidies: 

Social  Security  55555667 

Medicare 3            3            4            4            5            6            7            8 

Medicaid 12            2            2            3            3            3            4 

Other  5             5             4             4             4             4             4             4 

Net  interest 3            3            3            3            4            5            7          17 

Total 23  22  23  24  27  29  32  45 

Deficit 2  3  3  5  7  9  12  25 

Debt  held  by  the  Public:  51  51  55  62  77         102         135         378 

Assume  Discretionary  Spending  Grows  with  Inflation  After  2006 

Receipts  20           20           20           20           20           20           20           20 

Expenditures: 

Federal  consumption  expenditures  66554443 

Transfer,  grants,  and  subsidies: 

Social  Security  55555667 

Medicare 3            3            4            4            5            6            7            8 

Medicaid 12            2            2            3            3            3            4 

Other  5             5             4             4             4             4             4             4 

Net  interest  3            3            3            3            4            5            6           16 

Total 23  22  23  24  26  28  30  41 

Deficit 2  3  3  4  6  8  10  20 

Debt  Held  by  the  Public-  50  52  55  61  73  93         120         316 

Memorandum: 

Gross  Domestic  Product  (Trillions  of 
dollars)  7.2  9.2         11.6        14.6        18.1        22.1         26.8        71.7 

•Consistent  with  the  first  official  estimate  for  1995  published  March  4.  1996. 
''Discretionary  spending  is  assumed  to  grow  with  net  national  product. 
'Fiscal  year. 

Source:  Congressional  Budget  Office. 

Chairman  Kasich.  Thank  you,  Doctor.  Could  you  repeat  that  last 
statement  you  just  made? 

Ms.  O'Neill.  Permanently  balancing  the  budget  could  raise  real 
incomes  in  the  United  States  by  10  percent  to  15  percent  by  the 
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year  2025.  That's  compared  with  just  allowing  the  base  line  to  con- 
tinue. 

Chairman  Kasich.  What  would  that  be?  Why  would  balancing 
the  budget  raise  the — I  assume  that  balancing  the  budget  would 
raise  incomes  10  to  15  percent  by  the  year  2025,  but  I  would  as- 
sume that  it  will  raise  incomes  a  lot  sooner  than  that. 

Ms.  O'Neill.  Oh,  yes,  but  it's  smaller  in  the  near  term,  you 
know. 

Chairman  Kasich.  Right.  It  would  be  likely  to  help  with  the 
problem  of  stagnant  wages,  wouldn't  it? 

Ms.  O'Neill.  The  problem  of  productivity  growth 

Chairman  Kasich.  Right. 

Ms.  O'Neill  [continuing].  Is  another  story.  Under  the  current 
scenario,  if  nothing  is  done,  productivity  would  lag,  things  would 
become  a  great  deal  worse. 

Chairman  Kasich.  Right.  Well,  let's  talk  conversely. 

Ms.  O'Neill.  Conversely 

Chairman  Kasich.  Things  would  get  better. 

Ms.  O'Neill.  Things  would  get  better.  But  in  terms  of  ensuring 
really  rapid  growth  in  productivity,  that  is  more  difficult.  For  ex- 
ample, I  really  can't  tell  you  that  balancing  the  budget  would 
produce  the  rates  of  productivity  that  we  experienced  in  the  50's 
and  60's,  because  that  depends  on  other  basic  forces. 

Chairman  Kasich.  I  didn't  say  it  would  get  us  back  to  rates  of 
the  50's  and  60's,  because  additional  things  would  have  to  be  done. 

Ms.  O'Neill.  Additional  things,  and  some  that  we  seem  to  have 
no  control  over  at  all.  I  mean,  no  one  has  really  come  up  with  any 
kind  of  a  magic  pill  that  can  instantly  produce  productivity  change. 

We  can  avoid  doing  things  that  would  make  the  situation  worse, 
and  put  an  economy  in  good  order. 

Chairman  Kasich.  June,  if  we  had  higher  savings,  if  we  stopped 
transferring  money  from  savers  to  consumers,  obviously  you  have 
higher  savings,  which  leads  to  higher  investment. 

Ms.  O'Neill.  Yes,  and  that 

Chairman  Kasich.  And  productivity  and  wages,  correct? 

Ms.  O'Neill.  That  is  built  in.  That's  what  lies  behind  our  fiscal 
dividend. 

Chairman  Kasich.  Right. 

Ms.  O'Neill.  And  real  growth  will  increase. 

Chairman  Kasich.  Right.  So  if  in  fact  we  would  balance  the 
budget,  doing  real  things,  and  providing  incentives  for  savings  and 
investment,  we  would  begin  to  deal  with  the  problem  of  stagnant 
wages. 

Ms.  O'Neill.  It  would  help,  that's  true. 

Chairman  Kasich.  God,  OK.  I  mean,  I  know  how  Johnnie  Coch- 
ran feels  now.  [Laughter.] 

Anjrway,  let  me  ask  you  about  this  issue  of,  is  it  true  the  Presi- 
dent would  have  to  increase  taxes  by  $16  billion  in  the  last  year, 
even  under  his  trigger-off  scenario?  Because  he'd  still  have  $9  bil- 
lion left,  but  he'd  have  to  save  $25  billion,  that  would  be  a  $16  bil- 
lion tax  increase  in  the  last  year,  wouldn't  it? 

Not  only  getting  rid  of  the  taxes,  which  obviously  means  you  get 
no  more  tax  relief^  but  then  he'd  have  to  raise  taxes  by  $16  billion. 

Ms.  O'Neill.  That's  right.  The  25  minus  the  nine. 
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Chairman  Kasich.  OK.  Now,  have  you  ever  seen  a  Congress — 
now,  let  me  ask  you,  in  the  first  year,  1996,  you  know  there  are 
a  lot  of  pundits  out  there  who  talk  about  what  Republicans  has 
failed  to  do. 

What  is  the  reason  why  the  deficit  has  dropped  down  to  the  low 
level  that  it's  at  today,  and  the  1996  projection?  What  is  the  single 
biggest  reason  for  that? 

Ms.  O'Neill.  Comparing  what  with  what? 

Chairman  Kasich.  Well,  the  1996  projection,  as  compared  to 
what  the  actual  number  will  be. 

Ms.  O'Neill.  The  decline  in  interest  rates  is,  I  believe,  the  big- 
gest factor.  And  of  almost  the  same  magnitude  is  the  fact  that  ap- 
propriations in  1996  have  actually  been  reduced  below  what  the 
caps  would  have  called  for. 

Chairman  Kasich.  Now,  isn't  the  appropriation  spending  in  1996 
the  first  year  since  World  War  II  where  discretionary  spending  has 
actually  declined? 

Ms.  O'Neill.  In  nominal  terms,  that's  probably  true,  yes. 

Chairman  Kasich.  Right.  So  it  took — this  is  the  first  time  in  40 
years  that  spending  has  actually  declined  in  the  area  of  discre- 
tionary. 

Ms.  O'Neill.  Yes. 

Chairman  Kasich.  OK.  Now,  that's  kind  of  curious,  isn't  it,  that 
it's  the  first  time  in  40  years  that  Republicans  have  controlled  the 
Congress,  right? 

Well,  I  mean,  is  that  a  fact  or  not? 

Ms.  O'Neill.  That  is  a  fact. 

Chairman  Kasich.  I  mean,  I'm  just  trying  to  point  something 
out.  I  mean,  the  argument  is,  we've  had  no  impact. 

Now,  we've  had  a  fight  with  the  President  because  he  wants  to 
keep  spending  more,  and  we  want  to  keep  spending  less,  and  that's 
what  the  current  fight  is  all  about,  and  we  work  over  our  own  ap- 
propriators  because  the  President  wants  to  spend  more  and  we 
want  to  spend  less,  and  he  keeps  threatening  to  close  the  govern- 
ment down.  [Laughter.] 

And  so  we  end  up  moving  in  a  position  of  where  he's  forcing  us 
into  a  point  of — I  mean,  the  fight  is  all  about  more  Washington 
spending.  But  the  fact  remains  that  in  1996,  the  reason  the  deficit 
is  down  is  two  reasons. 

Interest  rates  have  come  down,  and  I  think  they  have  come  down 
because  we  put  a  plan  on  the  table — I  mean,  Greenspan  said  it 
himself — and  the  fact  that  we  have  made  the  first  reductions  in 
discretionary  spending  since  World  War  II. 

And,  you  know,  there's  a  lot  of  talk  out  there  that  we  haven't 
done  anything,  and  of  course  we  can't  control  entitlements  because 
those  are  on  automatic  pilot — the  President  vetoed  the  bill. 

But  in  the  area  of  discretionary,  we've  actually — I  mean,  that's 
pretty  good.  But  let  me  ask  you  this: 

So  if  we  were  able  to  achieve  these  savings  in  discretionary  for 
the  first  time  in  40  years,  right?  It  is  my  understanding  that  in  the 
last  year,  unless  the  President  achieves  this  economic  growth  that 
we  have  not  yet  achieved,  because  frankly  the  economy — what  most 
people  are  saying  is,  interest  rates  are  now  headed  up. 
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Now,  I  don't  get  this  from  talking  to  an  economist,  I  get  this  talk- 
ing to  a  lady  who  sells  real  estate,  and  she's  uptight  because  as 
rates  go  up,  Americans  won't  buy  homes  as  often. 

Now,  since  we  haven't  achieved  this  since  World  War  II,  what  is 
the  likelihood — well,  let  me  pose  it  to  you  like  this,  because  that's 
a  political  question,  and  I  don't  want  to  ask  you  that. 

I  want  to  ask  you,  how  much  total  discretionary  spending  would 
have  to  be  cut  in  the  year  2002  in  order  to  get  the  balance? 

Ms.  O'Neill.  By  which 

Chairman  Kasich.  By  your  estimate  of  the  President's  budget. 
How  much  savings  would  have  to  occur  in  discretionary  if  the 
President's  rosy  scenario  is  not  achieved? 

Ms.  O'Neill.  By  discretionary  or  other  means,  it's  $81  billion 
short.  There  are  two  presentations.  The  President's  preferred  policy 
would  leave  a  deficit  by  CBO  assumptions  of  $81  billion  in  2002. 

Chairman  Kasich.  So  he  would,  under  this  scenario  of  achieving 
an  $81  billion  deficit  in  2002 

Ms.  O'Neill.  Yes. 

Chairman  Kasich.  Which  is  not  zero — he  would  have  to  add  an 
additional  46 — write  this  down — $46  billion  in  cuts  added  to  the  38 
he'd  already  made,  is  that  right? 

Ms.  O'Neill.  Yes,  they  did  sketch  out  $46  billion  in  discretionary 
appropriations. 

Chairman  Kasich.  Now,  in  the  years  2000  and  2001,  what  is  his 
total  discretionary  cuts? 

Ms.  O'Neill.  Combining  the  cuts  in  2001 

Chairman  Kasich.  For  2000  and  2001,  what  are  those  two  years 
added  together? 

Ms.  O'Neill.  Let's  see,  we've  got  46  plus  22 — it's  $68  billion  in 
2001. 

Chairman  Kasich.  Now,  I  show  here  $46  billion  in  2001. 

Ms.  O'Neill.  Well,  $46  billion  in  the  first  budget,  but  there 
would  be  an  additional  reduction  of  $22  billion  to  reach  balance. 

Chairman  Kasich.  Oh,  I  forgot,  these  contingencies  and  all  that 
stuff  gets  him  on  course  all  the  way  through. 

Ms.  O'Neill.  Right.  I  was  incorporating  the  contingent  policies. 
If  you  just  want  to  confine  yourself  to  the  preferred  policy 

Chairman  Kasich.  Well,  let's  just  assume  that  you  only  have  to 
trigger  in  the  year  2002.  Now,  we're  getting  into  oblivion  here,  but 
let  me  just  say  this.  If  you  take  the  President's  numbers  at  their 
word  in  2000  and  2001,  it  adds  up  to  $88  billion. 

Now,  if  in  2002  the  economy  doesn't  grow,  you'd  have  to  cut  $84 
billion.  So  what  the  President's  proposing  is,  he  would  cut  essen- 
tially the  same  amount  in  the  last  year  as  he  cut  in  the  fifth  and 
the  sixth  year,  combined. 

Ms.  O'Neill.  It's  very  large,  according  to  each  column. 

Chairman  Kasich.  Basically  what  we're  saying  is — let  me  ask 
you  to  characterize  it  this  way.  We  essentially  do  the  heavy  lifting, 
the  bulk  of  the  President's  program,  even  in  discretionary  spend- 
ing, does  not  occur  until  after  the  turn  of  the  century,  is  that  cor- 
rect? 

Ms.  O'Neill.  That's  likely  true,  and  it's  frequently  true  in  budg- 
ets. 
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Chairman  KasICH.  Well,  it's  true  in  budgets,  you  know,  when 
you're  dealing  with  entitlement  savings,  because  there's  an  accu- 
mulated momentum.  But  isn't  it  fair  to  argue  here  that  this  budget 
is  incredibly  back-loaded  until  after  the  turn  of  the  century? 

Mr.  Sabo.  On  discretionary. 

Chairman  Kasich.  On  discretionary. 

Ms.  O'Neill.  Obviously  the  bulk  of  the  discretionary  changes 
occur  starting  in  1999. 

Chairman  Kasich.  And  then — so  you  would  have  to,  unless  the 
President's — look,  I  mean,  we've  got  a  lot  of  smart  people  sitting  in 
this  room — unless  the  President  achieves  the  economic  growth  that 
he's  projecting,  which  he  has  not  yet  achieved,  and  is  unlikely  to 
achieve  without  dealing  with  the  problems  of  entitlements,  which 
he  does  not  do  in  this  proposal,  he  would  in  the  last  year  have  to, 
first  of  all,  get  rid  of  all  the  tax  relief  that  he  has — the  anemic  tax 
relief  that  he  has  would  go  away. 

Plus  he'd  have  to  raise  taxes  by  $16  billion,  and  make  an  $84  bil- 
lion cut  in  discretionary. 

Now,  we've  had  a  lot  of  budget-watchers  around  this  city  for  a 
long  time.  I  want  to  just  commend  to  you — reflect  on  the  idea  that 
we  will  cut  $84  billion  in  discretionary,  raise  taxes  by  $16  billion, 
repeal  tax  relief,  in  order  to  get  the  balance  in  the  year  2002,  in 
a  document  that  makes  all  the  heavy  lifting  after  the  turn  of  the 
century,  when  this  guy  ain't  even  president  anymore. 

I  guess  I  won't  ask  you  to  comment  on  that,  June. 

Ms.  O'Neill.  It's  not  a  question. 

Chairman  Kasich.  Let  me  ask  you  one  other  thing.  When  is  the 
Medicare  trust  fund  going  bankrupt? 

Ms.  O'Neill.  By  our  estimates,  under  current  policy,  that  would 
happen  in  2001. 

Chairman  Kasich.  So  2001.  So  the  fund  is  going  bankrupt.  In 
your  judgment,  do  the  President's  proposals  solve  the  problem  of 
the  trust  fund,  and  if  they  do,  to  what  year?  Assuming  that  you 
do  not  transfer  responsibilities  out  of  the  trust  fund  into  the  gen- 
eral fund  on  young  working  families  with  children,  who,  appar- 
ently, the  administration  doesn't  like. 

Ms.  O'Neill.  The  answer  to  your  question  is  that  ,  it  does,  if  you 
shift  home  health  care  out  of  the  hospital  insurance  fund — I  believe 
that  was  the  major  one  that  really  allows  the  trust  fund  to  stay 
whole — and  put  it  in  the  Part  B  section,  although  that  would  not 
count  in  terms  of  figuring  the  premium. 

Doing  that  does  restore  the  trust  fund.  I  don't  know  the  answer 
to  your  question  if  one  ignores  that  policy  change,  I'd  have  to  pro- 
vide that.  Whether  the  other  policies  for  restraining  expenditures 
in  Part  A,  which  are  largely  changes  on  providers — reductions  in 
the  amount  allowed  to  hospitals  and  doctors  are  as  large. 

Chairman  Kasich.  But  the  single  biggest  way  in  which  the  Presi- 
dent would  help  prolong  the  trust  fund  is  to  transfer  responsibil- 
ities out  of  the  trust  fund  into  the  general  fund. 

Ms.  O'Neill.  For  home  health  care 

Chairman  Kasich.  Is  that  correct? 

Ms.  O'Neill  [continuing].  Out  of  Part  A- 


Chairman  Kasich.  So  the  single  biggest  thing  that  the  President 
does  to  keep  the  trust  fund  from  going  bankrupt  is  to  move  respon- 


30 

sibilities  out  of  the  trust  fund  onto  the  backs  of  people  who  pay 
payroll  taxes. 

Ms.  O'Neill.  My  staff  tells  me  that  it  may  not  be  the  single  big- 
gest. There  may  be  combinations  of  other  packages 

Chairman  Kasich.  I'm  saying  that  it  is  the  single  biggest.  I'm  not 
talking  about  combinations. 

Ms.  O'Neill.  Whether  it  would  be 

Chairman  Kasich.  It  is  the  single  biggest  solution  the  adminis- 
tration has  from  keeping  the  trust  fund  from  going  bankrupt  is  to 
pile  those  burdens  on  the  backs  of  people  who  are  going  to  work 
every  day. 

Ms.  O'Neill.  I  think  that  that  requires  some  looking  at,  so  I  will 
give  you  the  answer,  but  I  don't  have  the  numbers  available. 

Chairman  Kasich.  Let  me  just  tell  you  that  this  budget  reminds 
me  an  awful  lot  of  the  typical  American's  diet.  You  know,  you're 
going  to  lose  50  pounds  this  year,  and  in  the  first  51  weeks  you're 
going  to  lose  one  pound,  and  in  the  last  week  you're  going  to  lose 
49. 

And  these  are  the  people  whom  I  see  the  first  week  of  January 
in  my  health  club,  and  then  I  don't  see  them  until  the  next  Janu- 
ary, and  it  isn't  very  likely  to  be  successful.  And  in  fact,  if  we  don't 
do  all  the  triggers,  the  President  has  not  provided  us  with  a  bal- 
anced budget. 

This  is  a  great,  untold  misunderstood  story  in  the  country  today, 
which  is  why  we  have  achieved  a  meltdown  in  terms  of  being  able 
to  resolve  our  problems. 

We  don't  want  to  put  all  of  this  heavy  lifting  off  until  the  next 
century,  and  we  want  to  have  numbers  that  are  truly  realistic,  and 
I'd  like  to  commend  my  colleagues  here  for  participating  in  the  first 
reduction  in  discretionary  spending  since  World  War  II,  and  it  only 
took  us  a  year  to  get  it  done. 

Mr.  Sabo. 

Mr.  Sabo.  Mr.  Chairman,  that  was  quite  a  collection  of  adjec- 
tives. Let  me  just  say  that  discretionary  is  not  the  part  of  the  fed- 
eral budget  that's  been  growing  and  creating  the  deficit  problem, 
and  you  know  it.  It  actually  did  go  down  from  1964  to  1965,  so 
you've  got  to  make  it  thirty  years,  rather  than  the  end  of  World 
War  II. 

Chairman  Kasich.  I'll  concede  thirty,  OK.  For  the  first  time  in 
thirty  years. 

Mr.  Sabo.  I  just  want  to  make  sure  you  get  accurate. 

Some  other  observations,  and  then  I  do  have  some  questions. 

I  have  to  indicate  to  you,  Mr.  Chairman,  that  every  analysis  that 
I've  seen  of  the  last  Republican  budget  offer  has  the  identical  back- 
loading  of  deficit  reduction  in  the  last  two  years  as  the  President's 
proposal.  I  frankly  find  that  feature — in  both  your  plan  and  his 
plan — troubling. 

There's  been  one  plan  on  the  board  that  didn't  do  that.  And  that, 
frankly,  was  the  coalition  budget.  As  I  looked  at  all  these  Repub- 
lican plans  that  came  along,  the  estimates  kept  varying. 

The  original  Republican  plan  increased  the  deficit  in  1997  over 
1995,  in  a  way  to  balancing  the  budget  in  2002.  Strange  math. 

I  can  hardly  imagine  the  rhetoric  we  would  have  faced  two  years 
ago  if  we  had  said  we  had  a  five-year  budget  plan  in   1993,  but 
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under  it  the  deficit  was  going  to  be  higher  in  1995  than  it  was  in 
1993. 

Mr.  Chairman,  you  and  your  colleagues  would  have  gone  through 
the  roof  of  this  place,  but  that's  what  you  are  proposing  this  year. 

So  don't  give  us  this  lecture  that  somehow,  the  President's  plan 
is  worse  than  yours.  They're  virtually  identical  with  back-loading, 
and  I  frankly  think  there  are  back-loading  problems  in  both  of 
them,  but  yours  is  identical. 

And  as  we  visit  about  the  subject  of  transfers  in  and  out  of  Part 
A  of  Medicare,  I  frankly  think  we  need  to  look,  as  long  as  we  have 
two  separate  plans,  whether  certain  expenditures  are  legitimately 
in  Part  A.  Some  were  put  there  without  real  examination  of  where 
they  appropriately  belong. 

Now,  Mr.  Chairman,  again  I  hear  your  lectures  on  the  problem 
of  taking  a  certain  portion  of  home  health  care  and  making  it  part 
of  Part  B.  I  frankly  think  that  makes  some  policy  sense.  I  would 
only  indicate  to  you,  the  original  Medicare  plan  that  passed  the 
House  did  the  very  same  thing. 

It  took  a  portion  of  home  health  care,  after  165  days,  and  put  it 
in  Part  A.  You  also  eliminated  coverage  from  day  120  to  165 — there 
would  have  been  no  home  health  care  payments  to  people  who 
needed  it. 

You  dropped  that  in  conference,  but,  Mr.  Chairman,  you  make 
another  transfer,  from  revenues  that  normally  would  impact  the 
cost  of  Part  B,  you  transferred  the  increased  premiums  you  had  in 
Part  B  into  the  Part  A  fund,  both  going  from  25  percent  to  31.5 
percent  of  premium  cost.  That  went  into  the  trust  fund,  although 
it's  related  to  Part  B  of  the  program. 

Your  premiums  for  higher  income  people  also  went  into  Part  A, 
did  not  stay  to  reduce  the  costs  to  the  general  revenue  of  Part  B 
of  Medicare. 

So  your  lecture  is  unrelated  in  substance  to  what  you've  done  in 
your  alternatives.  Those  are  the  facts. 

Now,  to  some  questions. 

Chairman  Kasich.  Would  you  yield? 

Mr.  Sabo.  Yes. 

Chairman  Kasich.  Well,  first  of  all,  the  administration's  discre- 
tionary savings,  if  you  talk  about  back-loading,  let's  talk  about  it. 

Mr.  Sabo.  OK,  but,  Mr.  Chairman,  let  me  make 

Chairman  Kasich.  The  increased  discretionary  spending,  we  cut 
twenty-some  million. 

Mr.  Sabo.  No,  no,  Mr.  Chairman,  you  want  to  focus  on  discre- 
tionary  

Chairman  Kasich.  Oh,  no,  no,  no,  no,  you've  made  two  accusa- 
tions, and  I'm  going  to  answer  both  of  them.  First,  in  1996  they  in- 
creased discretionary,  in  1997  they  save  four  and  in  1998  they  save 
six.  That  means  that  they  have  a  net  savings  in  the  first  three 
years  of  eight  billion. 

We  just  got  done  doing  23  billion,  so  don't  say  we're  back-loaded. 

Mr.  Sabo.  Yeah. 

Chairman  Kasich.  No,  we're  not  back-loaded.  You  do  eight  bil- 
lion in  three  years;  we  do  23  billion  in  the  first  year  alone,  and  you 
say  we're  back-loaded?  That's  nonsense. 

Mr.  Sabo.  Mr.  Chairman,  if  I 
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Chairman  Kasich.  Now,  in  terms  of  Medicare,  at  least  when  we 
transfer  B  into  A,  we're  having  our  people  on  Medicare  help  fund 
this  program,  and  you  favor  means  testing  Part  B. 

Mr.  Sabo.  Yes,  Mr.  Chairman,  let  me  respond.  I  favor  means 
testing  Part  B,  but  it  should  be  a  reduction  of  Part  B  costs.  You're 
talking  about  things  that  you  claim  sort  of  artificially  help  the  A 
part  of  Medicare — taking  the  premium  increases,  which  are  related 
to  Part  B,  and  putting  them  into  the  trust  fund 

Chairman  Kasich.  Martin 

Mr.  Sabo  [continuing].  Is  doing  the  same  thing. 

Chairman  Kasich.  But  wait  a  minute.  There  is  a  fundamental 
difference 

Mr.  Sabo.  No. 

Chairman  KASICH  [continuing].  Between  transferring  the  respon- 
sibilities of  Part  A  onto  young  working  families  in  payroll  taxes,  as 
opposed  to  means  testing  Part  B  for  senior  citizens,  and  having  the 
wealthy  senior  citizens  preserve  their  own  trust  fund. 

Mr.  Sabo.  No. 

Chairman  Kasich.  It's  a  fundamental  difference 

Mr.  Sabo.  No. 

Chairman  KASICH  [continuing].  Between  pay  as  you  go  and  put 
the  burden  on  somebody  else.  It  is. 

Mr.  Sabo.  No,  the  premiums  are  related  to  reducing  the  cost  of 
Part  B  to  the  general  treasury  and  to  young  taxpayers. 

Chairman  KASICH.  Correct. 

Mr.  Sabo.  But 


Chairman  Kasich.  And  we  took  a  beating 

Mr.  Sabo.  No. 

Chairman  Kasich  [continuing].  Because  we  wanted- 

Mr.  Sabo.  No,  that's 


Chairman  Kasich  [continuing].  We  wanted  to  keep 

Mr.  Sabo.  Mr.  Chairman 

Chairman  KASICH  [continuing].  The  premiums  higher. 

Mr.  Sabo.  Relax  a  minute,  and  take  a  look  at  what  you  did.  You 
didn't  leave  it  there  to  offset  the  costs  of  Part  B,  you  put  into  Part 
A,  to  deal  with  the  long-term  balance  of  Part  A,  unrelated  to  Part 
B. 

Now,  Mr.  Chairman,  I  find  this  rather  curious  that  the  focus  of 
a  seven-year  budget  debate  is  focused  on  discretionary,  which  we 
know  is  not  the  part  of  the  budget  that's  growing,  or  projected  to 
grow  and  expand. 

I  will  grant  to  you  that  you're  cutting  discretionary  much  more 
deeply  than  the  administration.  I  think,  frankly,  what  you're  doing 
on  discretionary  spending  is  wrong.  You're  going  to  do  significant 
damage  to  a  whole  variety  of  programs  in  this  country,  including 
funding  for  education,  funding  for  the  environment,  for  safety  in 
this  country,  and  for  housing. 

Chairman  Kasich.  Well,  how 

Mr.  Sabo.  But  if  you're  looking  at  deficit  reduction,  you  don't 
look  simply  at  what  you're  doing  with  discretionary  spending, 
which  is  just  a  little  over  6  percent  of  the  budget;  you  look  at  the 
totality  of  it. 

Chairman  Kasich.  Well,  we've  got  your 

Mr.  Sabo.  Of  what  you're  doing  on  revenues 
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Chairman  Kasich.  Sure. 

Mr.  Sabo  [continuing].  What  you're  doing  on  entitlements,  what 
you're  doing  on  discretionary,  and  the  reality  is,  when  you  look  at 
the  totality  of  your  budget  proposal — not  just  pulling  out  the  little 
discretionary  side 

Chairman  Kasich.  Sure. 

Mr.  Sabo  [continuing].  Where  your  cuts  are  deep — too  deep — ^but 
when  you  look  at  the  totality  of  your  budget,  and  the  deficit  is  not 
simply  related  to  what  happens  in  discretionary  spending 

Chairman  Kasich.  Sure. 

Mr.  Sabo  [continuing].  It's  related  to  the  totality.  And  when  you 
look  at  the  totality,  your  back-loading  is  identical  to  the  adminis- 
tration's. 

Chairman  Kasich.  But  there's  a  problem. 

Mr.  Sabo.  You  know,  the  deficit  is 

Chairman  Kasich.  We  cut  on  both  ends.  We  not  only  have  more 
savings  in  mandatory,  but  we  have  more  savings  in  discretionary. 

Mr.  Sabo.  Yes,  but 

Chairman  Kasich.  We  beat  you  in  both  ends,  and  you  raised 
taxes.  I  mean,  that's  what  the  difference  is. 

Mr.  Sabo.  No,  no. 

Chairman  Kasich.  In  every  single  category  you  lose.  We're  not 
just  paying  attention  to  discretionary,  we  got  a  lot  more  savings  in 
entitlements  than  you  have.  You  don't  want  to  do  either.  You  don't 
want  to  save  anything  in  discretionary,  you  don't  want  to  make  any 
changes  in  entitlements,  and  you  want  to  get  rid  of  taxes. 

In  fact,  you've  got  a  tax  increase.  That's  the  difference. 

Mr.  Sabo.  Mr.  Chairman,  that's  just  blatantly  wrong. 

Chairman  Kasich.  Well,  wait  a  minute.  Are  you  saying  that  in 
entitlement  you're  making  more  savings  than  we  are?  I  want  you 
to  tell  me  where  those  are. 

Mr.  Sabo.  No.  No,  but  you're  saying 

Chairman  Kasich.  Well,  then  where — then  OK,  if  we  save  more 
in  discretionary,  do  we  save  more 

Mr.  Sabo.  Are  you  going  to  let  me  answer? 

Chairman  Kasich.  Well,  but  wait  a  minute.  If  we  save  more  in 
discretionary  and  we  save  more  in  entitlements,  where  do  you  save 
more  than  us?  You  want  to  have  more  taxes  on  people.  We  under- 
stand that.  That's  a  proper  way  to  have  this  debate  this  fall.  That's 
fine. 

Mr.  Sabo.  Mr.  Chairman,  you  indicated  we  want  to  make  no 
changes  in  entitlement  programs;  that's  dead  wrong.  We  want  to 
make  changes  in  entitlement  programs,  but  we  want  to  do  it  in  a 
fashion  that's  fair,  that's  sustainable,  and  that  will  continue  to 
work. 

We  do  not  want  to  go  through  this  process  where  we  make  enti- 
tlement changes  that  are  clearly  not  sustainable,  that  substantially 
reduce  the  quality  of  services  offered  to  people,  and  frankly  that's 
our  judgment  on  what  you  do. 

The  question  is  not  over  change.  The  question  is  over  pragmatic, 
realistic,  fair  change  in  basic  entitlement  programs.  That  needs  to 
happen.  At  some  point  I  hope  the  majority  gets  away  from  this  ide- 
ological approach  and  tries  to  find  some  pragmatic  solutions. 
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There  are  some  places  I  agree  with  you.  Generally  I  agree  with 
the  administration,  and  some  places  I  think  you're  moving  in  the 
right  direction,  but  you're  locked  into  your  ideology.  The  fact  is,  if 
our  goal  is  to  reduce  the  deficit,  what  counts  at  the  end  of  the  day 
is  the  projected  deficit. 

And  when  it  comes  to  back-loading  deficit  reduction,  the  reality 
is,  your  proposal  and  the  President's  proposal  are  virtually  the 
same  for  2001  and  2002,  and  so  don't  give  us  these  speeches  of — 
I  don't  know  what  to  call  them — for  what  you're  doing  in  compari- 
son to  the  President  in  the  last  couple  of  years,  because  your  pro- 
posals are  virtually  identical. 

Then  we  can  have  legitimate  quarrels  and  argument  over  what 
are  realistic  changes  in  entitlement  programs.  We  made  changes  to 
entitlement  programs  two  years  ago,  and  that  was  part  of  our  defi- 
cit reduction  package  then.  Clearly,  any  long-term  deficit  reduction 
package  has  to  focus  much  more  on  entitlements  than  it  does  on 
discretionary  spending. 

But  let  me  ask  the  director — first,  before  I  get  to  just  some  spe- 
cifics trying  to  understand  where  you  are,  let  me  look  at  Table  5 
of  your  testimony. 

The  level  of  revenue  in  this  country  is  an  appropriate  question 
of  debate,  but  I  often  hear  these  rhetorical  speeches  that  federal 
revenues  are  exploding  as  a  portion  of  our  economy. 

Am  I  accurate  that  in  1996  total  federal  revenue  is  19.1  percent 
of  gross  domestic  product?  Absent  any  change,  in  2002  it  will  be 
18.5  percent? 

Ms.  O'Neill.  Yes,  that's  true. 

Mr.  Sabo.  Hardly  exploding  in  relationship  to  the  nature  of  the 
economy. 

Ms.  O'Neill.  Some  of  that's  because  of  the  lapse  of  the  excise 
taxes  and 

Mr.  Sabo.  How  much  of  it  is — well,  let  me  look  at  year  2002,  and 
very  little  of  it  relates  to  lapses. 

Ms.  O'Neill.  The  excise  taxes  are  about  a  tenth  of  a  percent  of 
GDP. 

Mr.  Sabo.  The  ones  that  have  lapsed? 

Ms.  O'Neill.  Yes,  so  it  would  be  18.6 

Mr.  Sabo.  So  it  would  be  18.6  instead  of  18.5? 

Ms.  O'Neill.  Yes. 

Mr.  Sabo.  OK.  I  keep  hearing  varying  reports  on  the  impact  of 
your  changes  now  from  December.  Table  4  has  those.  Would  you 
just  sort  of  run  through  that,  so  we  understand  it?  Some  of  them 
I  think  impact  what  we  have  to  do,  and  some  don't.  And  I'm  look- 
ing at  the  impact  in  2002. 

The  impact  of  the  farm  bill  is  nil,  but  other  mandatory  outlays 
are  down  $2  billion.  Is  that  accurate? 

Ms.  O'Neill.  Yes,  those  are  just  changes  in  estimates  based  on 
additional  study  of 

Mr.  Sabo.  Yes,  on  miscellaneous  programs. 

Ms.  O'Neill.  Right. 

Mr.  Sabo.  So  really  our  problem  there  is  net  two.  Then  you  get 
to  economic  changes,  and  do  I  gather  that  you've  dropped  revenue 
estimates  by  $8  billion,  is  that  accurate? 

Ms.  O'Neill.  Yes. 


35 

Mr.  Sabo.  And  net  interest  is — on  the  other  hand  you've  lowered 
interest  rates  so 

Ms.  O'Neill.  Yes. 

Mr.  Sabo.  So  the  net  gain  there  is  nine? 

Ms.  O'Neill.  The  net  interest  payments  are  also  lower  because 
the  deficits  are  somewhat  lower. 

Mr.  Sabo.  OK. 

Ms.  O'Neill.  But  that  $9  billion  is  just  confined  to  the  interest 
rate  effect.  So  that's  true,  it's  just  the  lower  interest  rate. 

Mr.  Sabo.  OK.  So  it's  lower  interest  rates,  and  that  reflects  a  net 
gain  of  minus  nine  in  those  categories? 

Ms.  O'Neill.  Right. 

Mr.  Sabo.  But  that  also  means,  as  we  make  additional  reduc- 
tions to  get  in  balance,  that  the  net  interest  savings  from  those 
changes  are  also  likely  to  be  less  than  what  we  were  projecting  pre- 
viously, I  would  assume. 

Ms.  O'Neill.  Yes. 

Mr.  Sabo.  The  expiring  excise  taxes,  is  that  primarily  the  air 
flight  one? 

Ms.  O'Neill.  Yes. 

Mr.  Sabo.  What  are  the  other  revenues? 

Ms.  O'Neill.  Some  of  that  is  just  changes  in  the  estimates  of 
various  components. 

Mr.  Sabo.  OK.  So  if  one  assumes  that  the  net  logic  is  that  these 
expiring  excise  taxes  are  extending  at  some  point 

Ms.  O'Neill.  Interest  rate  changes  also,  I  imagine.  If  interest 
rates  are  down,  then  income  from  interest  is  down.  It's  factors  like 
that  that  go  into  the  change  in  the  revenues. 

Mr.  Sabo.  But  the  net  impact  there  is  probably  about  eight. 

Ms.  O'Neill.  Yes. 

Mr.  Sabo.  Discretionary  outlays  are — I'm  not  sure  I'm  follow- 
ing  

Ms.  O'Neill.  The  changes  in  our  estimates  since  December  are — 
in  terms  of  the  economic  effects — don't  affect  the 

Mr.  Sabo.  Discretionary  outlays. 

Ms.  O'Neill.  Discretionary  elements,  no. 

Mr.  Sabo.  OK.  Medicare  and  Medicaid  are  down  $9  billion  in 
2002. 

Ms.  O'Neill.  Yes. 

Mr.  Sabo.  Depending  on  how  change  there  is  structured,  that 
will  either  mean  that  if  the  change  achieves  the  same  savings,  or 
the  same  expenditure  outlay 

Ms.  O'Neill.  The  changes  underlying  the  Medicare  and  Medicaid 
are  really  fairly  small,  given  the  huge  size  of  those  programs. 

But  those  were  changes  to  adjust.  For  example,  in  Medicaid  the 
welfare  caseload  has  declined  more  than  we  had  thought.  The  Med- 
icaid population  is  therefore  somewhat  lower. 

States  have  also  been  restraining  their  costs,  and  that's  pulled 
Medicaid  down. 

Mr.  Sabo.  OK. 

Ms.  O'Neill.  And  incidentally,  there's  always  an  uncertainty 
about  something  like  that.  The  States  perhaps  anticipating  some- 
thing like  a  block  grant  may  have  been  particularly  cautious  in 
spending  recently,  which  may  have  reined  in  Medicaid. 
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If  that  doesn't  happen,  it's  not  clear  whether  States  would  then 
revert  to  the  way  they  usually  did  business,  so  that  there  could  be 
increases  beyond  what  we've  envisioned. 

So,  there's  always  some  uncertainty  when  we  do  these  assump- 
tions. You  know,  we  base  our  projections  on  what  we  see  has  actu- 
ally happened  over  the  past  few  years,  then  we  try  to  get  as  much 
information  as  we  can — in  this  case  from  States — about  what  their 
planned  expenditures  are. 

So,  again,  we  see  lower  spending  in  Medicaid. 

Mr.  Sabo.  Social  Security  and  supplemental  income,  you're  down 
$3  billion  for  2000. 

Ms.  O'Neill.  Yes,  and  again  that's 

Mr.  Sabo.  Net  interest  now  is  three  up  here,  versus  14  down. 
Why  is  that?  And  some  other  mandatories  here  are  up,  versus  also 
being  down  up  above. 

Ms.  O'Neill.  In  the  mandatory  programs,  that  is  actually  just  a 
melange  of  things  that  end  up  affecting  the  payment  on  the  debt, 
and  some  of  it  averaged  out  to  an  increase  of  three,  which  is  again 
not  large,  considering  the  size. 

These  are  very,  very  small  changes,  given  the  size  of  these  pro- 
grams. 

Mr.  Sabo.  OK.  Thank  you. 

I'll  yield  my  time. 

Ms.  O'Neill.  In  fact,  I  think  the  basic  message  of  this  table  is 
that,  if  you  stick  to  the  same  definition,  we've  changed  our  projects 
very  little  since  December. 

It's  just  that  we've  presented  four  of  them,  and  if  your  eye  hap- 
pened to  pick  out  another — if  you  were  going  across  assumptions, 
it  might  look  like  a  big  change,  but  within  the  same  definition 
there's  very  little  change. 

Mr.  Sabo.  I  don't  read  all  the  newspaper  articles  that  come 
along,  and  all  of  a  sudden  I'll  have  somebody  come  up  to  me  and 
say  they  read  some  newspaper  article  on  some  new  CBO  projection, 
and  there  is  significant  change  in  2002,  which  means  that  what- 
ever we're  going  to  do  is  much  easier. 

And  just  looking  at  it,  it  strikes  me  that  it's  a  modest  change, 
but  not  anything  that  eases  many  of  the  policy  choices  we  have. 

Ms.  O'Neill.  That's  true.  I  don't  think  that  you  could  say  that 
we  have  suddenly  found  pots  of  money  that  we  didn't  know  about 
before,  that  can  reduce  the  deficit.  That's  certainly  not  true. 

The  job  is  as  hard  as  it  was  last  December. 

Chairman  Kasich.  Let  me  just,  before  I  recognize  Mr.  Neumann, 
just  make  the  comment  that  the  proposal  that  Mr.  Sabo  and  Mr. 
Stenholm  put  together  in  the  area  of  the  blue  dogs  was  not  the  pro- 
posal that  I  was  attacking  here  today. 

You  know,  I  just  want  to  make  that  clear,  that  I'm  not  taking 
umbrage  with  that,  I'm  taking  umbrage  with  what  I'm  looking  at 
here  today,  and  to  me  they're  considerably  different  proposals. 

And  while  we  may  disagree  between  the  differences  between 
what  we  put  forward  and  what  the  administration  put  forward, 
and  your  view  of  that,  my  fight  today  is  not  today  is  not  based  on 
what  you  did  in  going  to  the  floor  and  casting  a  vote  for  the  blue 
dog  budget,  Mr.  Sabo,  which  was  not,  frankly,  a  very  easy  choice 
for  you  to  make. 
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And  so,  let  me  just  lay  that  tiny  little  bit  of  olive  branch  out 
there  in  the  midst  of  this  storm  we  had  today. 

Mr.  Neumann  is  recognized. 

Mr.  Neumann.  Thank  you,  Mr.  Chairman. 

Just  a  couple  of  things.  Going  back  to  the  President's  budget  pro- 
posal for  a  minute,  where  you  were  showing  those  numbers.  I  just 
want  to  make  sure  I  understand  it  correctly. 

The  discretionary  spending  cuts  in  the  first  five  years  total  $76 
billion,  is  that  correct?  The  total  discretionary  spending  cuts  in  the 
first  five  years,  including  the  triggers,  adds  up  to  $76  billion. 

Ms.  O'Neill.  Over  the  first  six  years,  yes. 

Mr.  Neumann.  First  five  years. 

Ms.  O'Neill.  Yes,  the  first  five  years. 

Mr.  Neumann.  The  first  five.  And  the  total  discretionary  spend- 
ing cuts  in  the  last  two  years  is  $152  billion?  And  I  got  that  by 
adding  those  four  numbers  together. 

Ms.  O'Neill.  Yes,  you're  including  the  contingency  numbers. 

Mr.  Neumann.  Yes,  because  otherwise  the  budget  isn't  balanced. 

Ms.  O'Neill.  Right. 

Mr.  Neumann.  OK.  So  we've  got  $76  billion  in  discretionary 
spending  reductions  in  the  first  five  years  total,  and  we've  got  $152 
billion  in  the  last  two  years. 

Would  you  just  glance  at  the  first  two  years  of  discretionary 
spending  reductions?  It  strikes  me  that  we  have  $2  billion  in  the 
first  two  years,  compared  to  $152  billion  in  the  last  two  years. 

So  when  we  talk  about  the  President's  budget,  if  we  compare  the 
spending  reductions  in  discretionary  spending  in  the  first  two  years 
to  the  last  two  years,  it  is  76  times  greater  spending  reductions  in 
the  last  two  years  than  in  the  first  two  years. 

Ms.  O'Neill.  Yes.  No,  there's  no  question  that  deeper  cuts  are 
made. 

Mr.  Neumann.  The  second  thing 

Ms.  O'Neill.  And  that's  assuming  that  our  assumptions  are  cor- 
rect. 

Mr.  Neumann.  Right.  OK,  the  second  thing  that  I  would  point 
out  is  that  it  appears  to  me  that  under  both  categories  here,  wheth- 
er the  triggers  go  into  effect  or  not,  the  President's  budget  proposal 
would  actually  have  our  deficit  going  back  up  again  in  both  fiscal 
years  1997  and  1998. 

And  in  fact,  in  Fiscal  Year  1998  we  would  have  a  deficit  that's 
higher  than  in  Fiscal  Year  1996,  is  that  correct? 

Ms.  O'Neill.  That's  correct,  yes. 

Mr.  Neumann.  So  under  this  proposal,  whether  the  triggers  go 
in  or  not,  we  would  have  higher  deficits  in  each  of  the  next  two 
years  under  the  President's  proposal. 

Ms.  O'Neill.  That's  true,  and  the  tax  relief  comes  into  play  in 
1997  and  1998,  and  some  additional  spending  programs. 

Mr.  Neumann.  Right,  right.  Really,  I'm  looking  at  what  you've 
got  boxed  in  there,  where  we  go  from  $146  billion  under  the  Presi- 
dent's plan  with  Fiscal  Year  1996  being  $2  billion  higher  than  what 
you're  currently  projecting  at  the  $144  billion  number? 

And  it  goes  from  $146  billion  to  $156  billion,  and  then  $153  bil- 
lion. 

Ms.  O'Neill.  Yes. 
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Mr.  Neumann.  With  no  triggers,  or  $146  billion  to  $155  billion 
to  $152  billion,  but  in  both  cases  we've  got  a  higher  deficit  two 
years  from  now  than  we  have  today. 

Ms.  O'Neill.  That's  true. 

Mr.  Neumann.  OK.  The  other  is  really  a  question.  I  think  1  got 
some  of  the  answers  looking  at  your  charts,  but  maybe  you  can 
just — the  farm  bill  one — ^you've  got  the  $144  billion  deficit  number 
projected  for  1996— the  $144  billion  for  Fiscal  Year  1996  deficit? 

Ms.  O'Neill.  Yes. 

Mr.  Neumann.  That's  a  CBO  projection  now,  right? 

Ms.  O'Neill.  Yes. 

Mr.  Neumann.  OK.  That  includes  the  farm  bill  now?  You  have 
taken  the  farm  bill  into  account  there? 

Ms.  O'Neill.  Yes,  we  have. 

Mr.  Neumann.  The  other  question  I  have  for  you  is,  how  does 
that  relate  to  what's  being  considered  right  now  in  the  appropria- 
tions bill  that  Chairman  Livingston  is  working  on?  Have  you  as- 
sumed that  they  are  going  to  spend  at  the  resolution  target  num- 
bers? Or  have  you  assumed  a  different  number  there,  the  continu- 
ing resolution  level  for  example? 

What  numbers  have  you  used  there  to  reach  that  conclusion? 

Ms.  O'Neill.  We  have  assumed  the  annual  amount  of  the  CR 
level,  but  that  is  very  close  to  what  was  set  forth  in  the  budget  res- 
olution. 

Mr.  Neumann.  So  you  would  not — as  long  as  when  we  pass  the 
omnibus  appropriations  bill  it  comes  in  under  the  targets — I  believe 
it's  a  $534  billion  in  outlays  and  $489  billion  in  budget  authority. 

Ms.  O'Neill.  Yes. 

Mr.  Neumann.  As  long  as  it  hits  what  those  actual  targets  are, 
you  would  expect  the  deficit  then  to  stay — for  Fiscal  Year  1996  to 
stay  at  the  144  number,  is  that  fair? 

Ms.  O'Neill.  No,  the  $144  billion  number  incorporates  our  esti- 
mates of  the  farm 

Mr.  Neumann.  But  now  I'm  off  the  farm  bill,  and  I'm  over  into 
the  appropriations  bill.  I'm  comparing  the  omnibus  appropriations 
bill,  assuming  it  comes  in  under  the  targets,  OK,  to  the  continuing 
resolution. 

Now,  you  said  you  used  the  CR  for  these  computations. 

Ms.  O'Neill.  Right. 

Mr.  Neumann.  What  I'm  getting  at  then  is,  if  we  pass  the  omni- 
bus appropriation  bill,  and  assuming  that  spending  levels  are  at  or 
below  the  targets — the  $533  billion  in  outlays,  you  would  expect 
this  $144  billion  then  to  remain  fixed,  is  that 

Ms.  O'Neill.  That's  right.  And  of  course  it  depends  on  what  the 
exact  composition  of  some  final  bill  would  be.  Even  if  some  addi- 
tional was  appropriated,  some  of  it  would  be  impossible  to  spend 
this  year,  so  it  really  wouldn't  affect  the  1996  outlays.  It  would 
probably  be  carried  over  into  1997. 

Mr.  Neumann.  So  we're  pretty  comfortable,  the  $144  billion  num- 
ber is  pretty  solid  for  Fiscal  Year  1996  at  least. 

Ms.  O'Neill.  Solid — that  means,  you  know 

Mr.  Neumann.  Within  a  couple  of  billion  one  way  or  another. 

Ms.  O'Neill.  If  there  are  no  wild  changes  in  the  economy. 

Mr.  Neumann.  Right. 
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Ms.  O'Neill.  But  based  on  strictly  budget  related  matters,  that 
would  be  true  of  the  ones  that  are  more  immune  from  changes  in 
the  economy.  But  as  we  see  it,  from  our  current  vantage  point,  it 
looks  as  if  the  economy  will  be  fairly  stable  to  the  end  of  the  year. 

Mr.  Neumann.  Right.  And  again,  my  point  is,  when  we  pass  this 
bill  next  week,  it's  not  going  to  have  a  major  impact  on  this  $144 
billion  number,  that  you  can  see. 

Ms.  O'Neill.  No,  I  can't  envision  that  it  would. 

Mr.  Neumann.  OK. 

Thank  you,  Mr.  Chairman. 

Chairman  Kasich.  Mr.  Orton. 

Mr.  Orton.  Thank  you,  Mr.  Chairman. 

Just  a  couple  of  observations  as  well,  following  along  what  Mr. 
Sabo  pointed  out.  There  are  similarities  between  the  President's 
budget  proposal  and  not  only  the  last  offer  of  the  Republicans  dur- 
ing the  negotiations,  but  in  fact  the  conference  report  proposal. 

If  you  look  at  back-loading,  if  you  look  at  the  amount  of  cuts  in 
the  later  years,  as  opposed  to  the  earlier  years,  is  it  not  true  that 
in  the  Republican  conference  bill  the  level  of  cuts  in  discretionary 
and  other  programs  were  larger  in  the  out  years  than  they  were 
in  the  early  years? 

I  mean,  is  that  not  true? 

Ms.  O'Neill.  I  believe  that  that's  true. 

Mr.  Orton.  It  is  true. 

Ms.  O'Neill.  I  don't  remember  by  how  much. 

Mr.  Orton.  I  do  remember,  and  it  is  true. 

Ms.  O'Neill.  OK. 

Mr.  Orton.  Also,  when  we're  talking  about  triggers,  are  you  also 
aware  that  CBO  doesn't  do  the  scoring  of  the  tax  costs — that  it  is 
done  by  the  Joint  Committee  on  Taxation. 

Ms.  O'Neill.  Right,  for  new  legislation. 

Mr.  Orton.  Exactly.  And  under  the  conference  report,  which  was 
the  Republican  budget  proposal  of  last  year,  the  revenue  loss  esti- 
mated by  the  Joint  Tax  Committee  in  years  between  1996  and  2002 
averaged  $35  billion  per  year.  But,  immediately  after  2002,  in  the 
three  subsequent  years,  their  annual  revenue  loss  jumped  from  $35 
billion  to  $57  billion  per  year. 

Let  me  cite  two  examples  of  why  that  occurred.  First  is  capital 
gains,  which  loses,  according  to  the  conference,  or  the  Joint  Tax  es- 
timate, over  $40  billion  in  the  first  six  years.  Magically  in  the  sev- 
enth year  it  doesn't  lose  anything,  because  of  an  indexing  provision. 
But  then  in  the  eighth,  ninth  and  tenth  years  it  goes  back  to  losing 
additional  amounts — tens  of  billions  of  dollars. 

The  second  is  IRAs,  which  are  estimated  in  1996  through  2002 
to  lose  $1.7  billion  per  year.  In  the  next  three  years,  from  2003 
through  2005,  they  lose  an  average  of  $6.9  billion  per  year  in  reve- 
nue losses. 

It  appears  that  we  have  some  gamesmanship.  At  least  there  is 
a  recognition  of  the  scoring  impact,  as  these  alternatives  are  put 
together.  As  the  proposals  are  crafted  and  put  into  reconciliation, 
it  would  appear  that  at  least  there  is  a  recognition  of  the  scoring 
impact — that  indexing  or  other  provisions  are  put  in  in  particular 
years  so  that  in  that  magical  year  of  2002  there  could  be  a  balance. 
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If  you  look  over  the  entire  ten  year  period  of  time,  certainly  it 
is  skewed  in  the  first  seven  years,  as  opposed  to  ten  years  on  all 
of  the  tax  issues. 

One  final  point  on  the  tax  issues.  I  don't  know  if  you're  aware 
of  a  New  York  Times  article,  from  February  2,  1996,  which  says, 
"Gingrich  shifts  on  tax  cuts.  A  new  negotiating  team  seeks  to  re- 
duce a  budget  deal"  in  which  the  Speaker  is  quoted  as  being  willing 
to  have  less  than  a  seven-year  tax  package. 

And  in  fact,  the  Budget  Committee  majority  staff  proposal,  which 
changes  the  Balanced  Budget  Act,  dated  1/9/96,  reflects  triggering 
out  the  tax  cuts.  In  2002  alone,  triggering  saves  over  $33.5  billion, 
which  is  exactly  the  same  thing  that  the  President  is  proposing. 

So  it  appears  that  there  are  in  fact  contingencies.  I'll  point  out 
one  more  contingency  in  the  Republican  conference  report.  On  un- 
specified Medicare  cuts,  in  the  original  proposal  it  was  between  $24 
billion  and  $36  billion.  In  the  conference  report  that  was  dropped 
down  to  only  $13.5  billion  of  unspecified  Medicare  cuts. 

Regardless  of  what  CBO  says  the  reality  would  be  on  Medicare 
costs,  the  conference  report  assumed  that  there  would  be  greater 
savings,  from  shifting  to  managed  care.  It  said  if  in  fact  those 
greater  savings  didn't  occur,  there  would  be  unspecified  cuts  that 
would  come  into  place. 

I  guess  my  question  is,  have  you,  in  scoring  the  President's  budg- 
et, and  looking  at  the  contingencies  which  the  President  indi- 
cated— he  said  under  our  scoring  we  believe  it  would  go  this  way — 
is  it  not  true  that,  if  in  fact  those  contingencies  are  put  into  place, 
CBO  scores  it  as  reaching  a  surplus  by  2002? 

Ms.  O'Neill.  That's  in  fact  what  we  have  done.  You  know,  it's 
not  up  to  us  to  make  a  pronouncement  about  whether  we  believe 
that  future  Congresses  will  bring  these  into  effect. 

We  take  it  at  face  value,  and  the  fact  the  contingency  was  pro- 
vided with  it. 

Mr.  Orton.  Thank  you.  But  in  fact  what  you  did 

Mr.  Smith  of  Michigan  [presiding].  Mr.  Orton,  with  your  permis- 
sion, if  we  can  wind  this  up,  we  could  go  a  second  round  and  give 
everybody  a  chance  for  additional  questions. 

Mr.  Orton.  Well,  I'm  the  first  person  that  you  turned  the  light 
on  for,  but  I  will  wind  it  up,  simply  in  asking: 

Is  it  not  true  that  under  the  Republican  budget  proposal  also, 
that  over  the  next  two  years  the  deficit  actually  increases  as  well? 

Ms.  O'Neill.  I  think  that  that  was  true. 

Mr.  Orton.  Thank  you,  that's  accurate. 

Mr.  Smith  of  Michigan.  I'll  also  turn  the  light  on  for  myself. 

Looking  at  this  chart,  you  could  project  that  eventually,  with  a 
freeze  on  discretionary  spending  and  lower  interest  rates,  that  ulti- 
mately we  could  reach  a  balanced  budget.  Is  that  true? 

Ms.  O'Neill.  No,  that  would  not  last  forever,  although  the  line 
does. 

Mr.  Smith  of  Michigan.  I'm  talking  about  the  bottom  dotted  line. 
It  heads  to  the  bottom,  but  without  changes  in  the  so-called  entitle- 
ment programs  it  could  never  reach  bottom,  I  would  assume. 

Ms.  O'Neill.  It  would  never,  because  while  this  is  happening, 
that  dotted  line  presupposes  that  there  are  other  changes  made  in 
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entitlements,  because  you  can't  really  use  that  line  to  work  off  un- 
less you're  actually  doing  something  to  balance  the  budget. 

So  it's  kind  of  an  artificial  construct,  because  that  line  says  that 
if  you  put  in  place  policies  to  balance  the  budget,  these  economic 
effects  would  occur,  which  would  make  the  job  a  little  easier. 

Alternatively,  you  have  to  do  those  other  things,  so  there  is  a 
presumption  that  something  else  is  being  done  to  balance  the  budg- 
et. But  the  power  of  the  entitlements  in  the  future  would  be  such 
that  it  would — it  isn't  enough  to  simply  freeze  discretionary  spend- 
ing. 

If  that's  what  you  intended,  that  states  it 

Mr.  Smith  of  Michigan.  Yes,  so  do  I  understand  that  the  dif- 
ference between  your  solid  line  and  your  dotted  line  is  more  than 
the  benefits  of  lower  interest  rates?  Have  you  also  built  in  some 
kind  of  assumed  reduction  in  nondiscretionary  spending? 

Ms.  O'Neill.  It's  not  shown  there.  That's  what  would  have  to  be 
cut  in  entitlements  to  reduce  it  to  zero. 

This  is  really  an  estimating  aid,  because  it  literally  tells  you  that 
if  you  are  planning  to  balance  the  budget,  and  you  froze  discre- 
tionary spending,  how  much  more  you  would  have  to  do  to  balance 
the  budget  in  the  year  2006.  That  was  the  very  last  dot  on  the  line 
and  I  think  that  was  the  $61  billion. 

I  think  that  if  we  extend  that  line  out,  however,  almost  surely 
it  would  start  to  rise  again,  as  the  entitlements  begin  to  get  so 
large  that  the  role  of  the  discretionary  programs  is 

Mr.  Smith  of  Michigan.  OK,  and  a  similar  question — if  somebody 
could  put  the  other  chart  up — on  the  federal  debt  as  a  percent  of 
gross  national  product.  What  kind  of  assumptions  are  you  making 
in  the  nondiscretionary  spending  in  that  chart? 

Ms.  O'Neill.  The  solid  line  assumes  that  discretionary  spending 
grows  with  the  economy,  and  the  dotted  line  assumes  that  discre- 
tionary spending  grows  with  inflation. 

We  did  that  because  we  were  going  out  over  such  a  long  period 
of  time  that  eventually  a  freeze  results.  Even  assuming  low  infla- 
tion rates  of  3  percent  a  year,  you  would  have  very  little  left  in  real 
terms. 

If  you  did  that,  however,  you  would  be  left  with  very  little  in  the 
way  of  functioning  discretionary  programs. 

Mr.  Smith  of  Michigan.  OK,  thank  you.  Let  me  change  the  sub- 
ject, June. 

Ms.  O'Neill.  OK. 

Mr.  Smith  of  Michigan.  Today's  Congress  Daily  has  a  quote  that 
says  taking  the  highway  trust  funds  off  budget  in  and  by  itself — 
and  we  have  a  letter  from  CBO  saying  this  very  thing — does  noth- 
ing to  the  deficit. 

Can  you  comment  on  the  projected  effects?  Is  that  true?  Is  that 
what  CBO  is  saying?  That  taking  the  highway  trust  funds  off  budg- 
et does  nothing  to  the  deficit? 

Ms.  O'Neill.  The  way  we  calculate  the  deficit,  that's  true,  be- 
cause in  fact  the  inflows  and  outflows  are  merged  together  in  our 
budget.  We  really  do  have  a  unified  budget. 

It's  true  with  Social  Security  as  well.  Whether  Social  Security  is 
off  or  on  the  budget,  doesn't  make  any  difference  in  terms  of  the 
total  deficit. 
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We  do  show,  for  accounting  information — how  much  of  it  is  sur- 
plus in  the  Social  Security  trust  fund.  The  surplus  is 

Mr.  Smith  of  Michigan.  So  in  this  projection  are  you  assuming 
that  if  the  highway  trust  funds  are  off  budget  there  would  be  no 
expenditures  of  the  $19  billion  cash  balance  in  the  trust  funds? 

Ms.  O'Neill.  The  balances  in  the  highway  trust  fund  really  exist 
on  paper.  They  do  grow  with  interest,  but  they're  not 

Mr.  Smith  of  Michigan.  They  exist  on  paper,  but  they  would  be 
spent  or  could  be  spent,  at  the  discretion  of  the  authorizing  com- 
mittee, as  supported  by  a  vote. 

Ms.  O'Neill.  The  outlays  are  the  outlays,  regardless  of  what's  in 
the  trust  fund,  and  the  revenues  come  in.  Now,  as  it's  happened, 
just  looking  at  the  earmarked  revenues  for  the  highway  trust  fund 
and  expenditures  on  highways,  that  they  have  been  approximately 
in  balance. 

Mr.  Smith  of  Michigan.  They've  been  in  balance,  but  the  cash 
balance,  the  $19  billion,  would  be  in  question.  I  would  think  that 
taking  these  funds  off  budget  would  create 

Ms.  O'Neill.  That  doesn't  make  any  difference. 

Mr.  Smith  of  Michigan.  New  discretion  to  spend  the  cash  bal- 
ance, without  the  constraints  of  a  budget  resolution. 

Ms.  O'Neill.  If  the  amounts  are  appropriate.  But  the  money 
doesn't  come  out  of  that,  the  money  just  comes  out  of  general  reve- 
nues, because  it's  not  like  a  private  trust  fund,  in  which  the  money 
is  set  aside. 

It's  a  paper  entry,  so  if  somebody  decided  to  spend  more  than  is 
currently  being  spent  on  the  highway  trust  fund,  that  would  just 
come  out  of  general  revenues. 

Mr.  Smith  of  Michigan.  OK,  thank  you. 

Ms.  O'Neill.  Even  though,  as  an  accounting  mechanism,  it 
would  look  as  if  it's  coming  out  of  a  trust  fund,  when  in  fact,  just 
as  in  the  case  of  Social  Security,  it's  really  subsidized  from  general 
revenues. 

Mr.  Smith  of  Michigan.  Mr.  Orton,  I'd  love  to  say  another  com- 
ment, but  I'm  not  going  to. 

Mr.  INGLIS.  Mr.  Inglis  passes. 

Mrs.  Meek?  Who's  next?  Mrs.  Meek. 

Mrs.  Meek.  Mrs.  O'Neill,  you  have  maintained  that  certainly 
these  are  estimates,  and  we  all  understand  that,  but  some  of  the 
things  bother  me  in  your  estimations. 

One  of  them  is,  you  based  your  estimates  on  Medicaid  base  lines 
on  your  facts  on  the  disabled,  and  I'm  wondering  why,  and  how 
much  consideration,  if  any,  was  given  to  the  poor  population  and 
the  aged  population,  and  I  want  to  ask  two  questions,  and  I  hope 
you  answer  them  both.  They  will  be  very  simple. 

Why  did  you  lower  the  spending  in  that  regard?  And  when  you 
lowered  the  projections  for  Medicaid  funding,  what  effect  do  you 
think  that  will  have  on  discretionary  spending,  or  the  entitlement 
spending,  in  the  year  2002? 

My  second  question  is  a  little  unrelated,  but  it's  similar.  I  also 
have  received  a  lot  of  input  from  the  business  people  in  my  district, 
particularly  those  who  are  concerned  with  housing,  and  I  need  to 
know  just  what's  going  to  happen  to  Section  8. 
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We  keep  hearing  a  lot  about  what's  going  to  happen,  people  are 
really  held  in  sort  of  a  chasm  here,  not  knowing  which  way  to  go. 
They  have  contracts,  but  will  they  be  renewed?  And  if  they  are  re- 
newed, what  will  happen,  in  terms  of  the  effect  of  these  renewed 
base  lines? 

I  notice  the  President  did  increase  these  renewals,  and  I'd  like 
to  know  what  CBO's  thinking  is.  It  appears  to  me,  from  all  the 
time  I've  been  on  this  committee,  there  seems  to  be  this  intra- 
mural, statistical  fight  between  0MB  and  GEO,  and  of  course  I 
know  that's  important. 

But  what's  really  important  to  me  is  the  bottom  line:  how  it's 
going  to  affect  our  constituents. 

Ms.  O'Neill.  I'll  try  to  answer  your  questions.  With  respect  to 
Medicaid,  we  estimate  the  costs  of  the  total  Medicaid  program.  I 
might  have  mentioned  something  about  the  disabled  population, 
but  we  do  include  much  more.  The  Medicaid  program  covers  the 
disabled,  women,  and  children  in  the  Aid  to  Families  with  Depend- 
ent Children  program,  as  well  as  the  elderly  in  nursing  homes. 

It  really  covers  a  very  large  segment  of  the  low-income  popu- 
lation, and  those  are  all  included  in  our  estimates. 

We  just  estimate  what  we  think  is  going  to  be  spent  each  year. 
We  don't  determine  how  much  is  going  to  be  spent;  that's  up  to  all 
of  you  and  the  President,  but  this  is  just  our  best  estimate  of  what 
we  think  is  likely  to  happen  under  current  policies. 

When  I  said  Medicaid,  I  meant  the  program  that  covers  all  of  the 
eligible  groups. 

Mrs.  Meek.  Yes,  I  understand  that,  but  you  did  lower  your  pro- 
jections for  the  disabled,  which  naturally  reduced  the  projections 
overall. 

Ms.  O'Neill.  That  was  because  the  Supplement  Security  Income 
program  has  been  spending  less  than  we  had  originally  estimated, 
so  it  was  just  a  readjustment  of  the  projection.  It  looks  to  us  as  if 
the  disabled  population  will  grow  less  rapidly  than  we  had  origi- 
nally thought,  and  that  affects  spending. 

Mrs.  Meek.  So  that  sort  of  explains  your  overall  reductions  in  a 
sort  of  a  decline  in  projecting  federal  Medicaid  spending? 

Ms.  O'Neill.  It's  by  no  means  a  decline.  The  rate  of  growth  in 
Medicaid  spending  has  been  9  to  10  percent  a  year  and  the  reduc- 
tion is  only  slightly  below  that.  So  we're  still  projecting  very  rapid 
growth  in  Medicaid  spending. 

Mrs.  Meek.  All  right,  the  second  one,  talk  to  me  about  the  re- 
newal of  the  Section  8  contracts. 

Ms.  O'Neill.  Our  estimates  of  discretionary  spending  have  been 
based  on  the  continuing  resolution.  Evidently  Section  8  is  in  a  spe- 
cial category,  and  the  Budget  Act  requires  that  the  baseline  as- 
sumes that  contracts  will  be  renewed  at  current  levels,  so  that  is 
what  we  have  in  fact  assumed. 

Mrs.  Meek.  All  right,  thank  you. 

Mr.  Smith  of  Michigan.  Mr.  Walker. 

Mr.  Walker.  Thank  you,  Mr.  Chairman. 

I  wanted  to  concentrate  a  little  bit  on  the  2001-2002  discre- 
tionary appropriations  under  the  President's  contingency  in  your 
point  here,  and  related  it  back  to  at  least  some  material  where  I 
have  a  little  bit  of  specific  knowledge. 
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As  the  President's  budget  is  presented,  for  instance,  in  the  area 
of  science,  and  let  me  just  talk  briefly  about  the  area  of  NASA,  he 
shows  substantial  declines  between  now  and  the  year  2000,  and 
then  all  of  a  sudden  in  his  budget  the  NASA  appropriations  shoot 
back  up  for  the  year  2001  and  2002. 

Now,  in  those  kinds  of  instances,  those  budgets  are  based  upon 
the  President's  preferred  position,  is  that  right? 

Ms.  O'Neill.  Yes. 

Mr.  Walker.  So  when  the  administration  claims  that  in  the  final 
two  years  of  their  budget  they  are  increasing  spending  for  those 
programs,  they  are  in  fact  doing  that  within  their  preferred  option, 
and  ignoring  the  discretionary  appropriation  contingency  that  actu- 
ally gets  them  to  balance,  is  that  right? 

Ms.  O'Neill.  Yes,  because  they  assume  that  their  preferred  poli- 
cies will  be  in  balance,  because  their  economic  assumptions  favor 
a  balance. 

Mr.  Walker.  I  understand,  but  last  night — it's  my  understand- 
ing that  last  night,  when  the  administration  understood  that  you 
were  going  to  be  up  here  testifying  that  they  did  not  have  a  bal- 
anced budget,  that  they  were  in  dramatic  spin  control,  trying  to 
spin  all  over  town  the  fact  that,  well,  they've  got  this  fail-safe 
mechanism. 

And  so  you  can't  say  that  their  budget's  not  in  balance,  because, 
after  all  they've  got  this  fail-safe  mechanism. 

So  I  think  we  have  to  assume  that  you  are  presenting  us  with 
data  that  says  that  that  would  have  to  kick  in  order  for  their  budg- 
et to  be  in  balance,  is  that  right? 

Ms.  O'Neill.  Yes,  that's  exactly  right,  and  we  show  that. 

Mr.  Walker.  So,  if  you  take  some  of  these  programs  that  now 
are  coming  up  here  and  presenting  to  us,  that  well,  indeed,  we 
have  to  take  some  dramatic  cuts  between  now  and  the  year  2000, 
but  after  that  we  are  going  to  be  made  whole  again,  the  fact  is, 
under  your  assumptions  that's  not  true,  is  it? 

Ms.  O'Neill.  Yes.  No,  that's 

Mr.  Walker.  That  would  not  be  a  true  representation,  and  in 
fact,  under  their  contingency  based  upon  your  figures,  some  of 
them  are  going  to  get  as  much  as  a  50  percent  cut  below  where 
they  are  in  the  year  2000. 

So  an  agency  like  NASA,  that  is  at  $11.6  billion  in  the  year  2000, 
could  expect  to  get  an  even  greater  cut  below  that  $11.6  billion  in 
the  years  2001  and  2002,  if  they  actually  have  to  get  to  balance, 
is  that  right? 

Ms.  O'Neill.  Of  course,  we  could  not  answer  that  question  for 
particular  programs,  since  the  President  did  not 

Mr.  Walker.  I  understand.  All  they've  done  is,  they've  presented 
an  overall  figure. 

Ms.  O'Neill.  Right. 

Mr.  Walker.  But  if  you  take  the  priorities  that  they  have  rep- 
resented thus  far,  you  have  to  assume  that  those  priorities  would 
be  maintained,  that  they're  not  all  of  a  sudden  going  to  shift  prior- 
ities, and  all  of  a  sudden  begin  cutting  a  bunch  of  programs  that 
they  haven't  cut  before. 


4D 

And  so,  obviously,  this  administration  is  going  to  have  to  do  it 
anyhow,  because  under  their  best  working  knowledge  they've  done 
all  of  this  to  the  next  administration. 

But  the  fact  is  that,  if  this  thing  played  out,  those  programs 
would  be  in  line  to  take  a  hit  even  much  larger  than  anything  any- 
body has  suggested  right  now,  isn't  that  correct? 

Ms.  O'Neill.  That  could  happen,  yes. 

Mr.  Walker.  Well,  as  I  say,  I  mean  that's  what's  disturbing 
about  this  whole  business  of  back-loading,  and  I  agree  with  the 
chairman,  when  you  take  at  a  look  at  1996  to  1998,  when  they 
have  $8  billion  worth  of  discretionary  savings,  and  then  in  1999 
they  go  to  26,  and  then  in  the  year  2000  to  42,  and  then  in  the 
year  2001  to  68,  the  year  2002  to  84,  that  means  that  two-thirds 
of  all  of  the  money  that  they  are  supposedly  going  to  save  in  discre- 
tion, when  they  get  to  balance,  is  in  the  years  2001  and  2002. 

And  people  who  are  believing  these  figures  that  they  have  put 
out,  it  seems  to  me,  are  in  for  a  disturbing  reality  when  it  hits. 

And  I  appreciate  your  help  on  it.  Thanks. 

Chairman  Kasich.  Mr.  Chairman,  could  you  recognize  me  for  a 
second? 

I  have  to  go  and  fight  concrete  now,  and  so  I've  got  to  go  to  the 
House  floor,  June.  Thanks  for  being  here,  and  I  hope  that  in  the 
end  I'm  not  pounding  my  head  against  the  concrete  wall,  but  we'll 
find  out  in  a  few  hours.  So  thank  you  for  your  work. 

Mr.  POMEROY.  The  chairman  just  ran  out  the  door. 

Mr.  Chairman,  maybe  you  know,  are  we  going  to  be  marking  up 
next  week? 

Mr.  Smith  of  Michigan.  We  don't  know,  is  the  official  word. 
[Laughter.] 

Mr.  POMEROY.  We  would  like  to  know  as  soon  as  possible. 

Mr.  May.  In  this  case,  the  committee  staff  will  let  you  know  as 
soon  as  possible. 

Mr.  PoMEROY.  Thank  you. 

Mr.  Smith  of  Michigan.  Mr.  Pomeroy  is  recognized  for  questions. 

Mr.  POMEROY.  Madam  Director,  Just  a  couple  of  things  to  put 
this  in  the  broader  context.  What  has  been  the  pattern  of  deficit 
reduction  over  the  last  four  years? 

Ms.  O'Neill.  The  deficit  has  been  reduced  each  year. 

Mr.  Pomeroy.  In  each  of  the  last  four  years? 

Ms.  O'Neill.  In  each  of  the  last  four  years,  that's  right. 

Mr.  Pomeroy.  So  earlier  the  chairman  was  talking  about  reduc- 
ing discretionary  spending  this  year,  well  and  good,  I  don't  contest 
that.  The  fact  of  the  matter  is  that  the  deficit  has  been  reduced 
each  of  the  last  four  years. 

Where  is  the  deficit  now,  relative  to — or  where  will  it  be  at  the 
end  of  this  year,  relative  to  where  it  would  have  been — no,  where 
is  the  deficit  now  versus  where  it  was  prior  to  starting  this  pattern 
of  reduction? 

Ms.  O'Neill.  If  you  talk  about  the  change  in  the  deficit  between 
1992  and  now,  you're  comparing  a  cyclical  high,  for  one  thing,  so 
we've  done  some  analysis  of  the  factors  that  have  changed  that 
would  have  caused  it. 

And  about  half  of  the  change  since  1992  is  related  to  normal  re- 
covery from  a  recession.  In  addition 
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Mr.  POMEROY.  There  must  be,  though — I  mean,  just  for  someone 
like  me,  who  isn't  a  trained  economist,  I  find  figures  helpful,  and 
where  are  we  in  terms  of  amounts  versus  where  we  were? 

Ms.  O'Neill.  The  deficit  was  close  to  5  percent  of  gross  domestic 
product.  I  think  it's  easier,  instead  of  talking  about  the  dollar  num- 
bers to  say  that  it  was  close  to  5  percent  of  GDP  in  1992,  and  in 
1996  it  will  be  about  2  percent  of  GDP,  maybe  a  shade  lower. 

Mr.  POMEROY.  So  it's  come  down 

Ms.  O'Neill.  We  have  a  big  GDP,  so  that's  a  considerable  reduc- 
tion. 

Mr.  PoMEROY.  Was  the  1993  budget  the  largest  precipitating  leg- 
islative act  resulting  in  this  reduction  of  the  deficit? 

Ms.  O'Neill.  As  I  said,  half  of  it  was  just 

Mr.  POMEROY.  No,  that's  true,  but  I  mean  in  terms  of  legislative 
activity. 

Ms.  O'Neill.  I  would  say  that  the  tax  increase  accounts  for  about 
half  of  the  remaining  half.  The  discretionary  caps — the  1993  legis- 
lation picked  up  on  the  1990  legislation 

Mr.  POMEROY.  Continued. 

Ms.  O'Neill.  And  continued  the  caps.  Of  the  legislative  acts  ef- 
fects, the  tax  increase  is  half  and  the  discretionary  caps  would  be 
the  other  half. 

Mr.  PoMEROY.  And  then  those  were  components  of  the  1993 
budget? 

Ms.  O'Neill.  Yes. 

Mr.  POMEROY.  Yes.  And  so,  from  what  you've  said,  just  to  distill 
it  again  for  those  of  us  who  needed  it  a  little  more  distilled,  it  was 
the  1993  budget  that  was  the  single  largest  legislative  development 
resulting  in  the  four-year  decrease  in  the  deficit? 

Ms.  O'Neill.  Yes,  I  would  say  that. 

Mr.  Pomeroy.  On  back-loading,  I  have  been  pretty  amazed.  I 
mean,  it's  kind  of  like,  if  you  hear  some  of  the  comments  in  this 
committee  on  back-loading,  relative  to  the  administration's  plan,  it 
isn't  as  though  they  have  a  plan  that  similarly  back-loads. 

Now,  you  indicated  that  back-loading  was  a  common  feature  of 
many  budgets.  Maybe  that  was  your  artful  way  of  noting  that  the 
administration  is  certainly  not  alone  in  this  back-loading  phenome- 
non. 

In  fact,  as  I  look  at  years  six  and  seven,  the  administration,  24 
percent  in  year  six,  38-plus  percent  in  year  seven,  the  GOP  plan, 
24  percent  in  year  six,  and  nearly  37  percent  in  year  seven. 

Now,  that's  substantially  identical,  it  looks  to  me,  in  terms  of 
back-loading. 

If  you  track  this  revulsion  the  chair  has  expressed  today  for 
back-loading,  relative  to  recent  enactments — as  we  know,  the  1996 
budget  never  got  passed,  so  now  we're  going  to  have  a  1997  budget 
without  passing  the  1996,  but  you  tell  me  how  that  works,  and  it 
would  be  appreciated,  because  I  don't  understand  it. 

But  anyway,  looking  at  things  that  have  passed — the  farm  bill, 
as  a  recent  activity.  Now,  coming  from  a  farm  State,  I  think  in  the 
near  term  this  thing  looks  great,  and  my  problem  is  in  the  out 
years. 
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Would  you  say  that  the  pattern  of  spending  under  the  farm  bill 
tails  off  very  substantially  in  the  out  years?  Relative  to  the  near 
term? 

Ms.  O'Neill.  Yes,  it  does. 

Mr.  POMEROY.  Would  you  say  actually,  in  the  near  term,  that 
spending  is  increased  over  what  it  would  have  been,  but  under  the 
existing  farm  program  structure,  in  the  near  term? 

Ms.  O'Neill.  Yes,  1996  and  1997  show  an  increase. 

Mr.  Pomeroy.  So  those  who  are  of  the  majority  who  are  decrying 
back-loading  today,  one  of  the  few  legislative  accomplishments 
they've  been  able  to  manage,  the  farm  bill,  actually  increases 
spending  over  what  would  have  been  in  the  near  term,  and  falls 
off  precipitously  in  the  out  years  of  their  program.  Very  interesting. 

A  final  thing  I  would  mention,  you,  admittedly,  noting  the  trig- 
gers that  are  contained  in  the  proposal,  you  have  scored  this  seven- 
year  balanced  budget  proposal,  as  submitted  by  the  administration, 
have  you  not? 

Ms.  O'Neill.  Including  the  contingency  proposals,  yes,  we  have. 

Mr.  Pomeroy.  Thank  you. 

Mr.  Smith  of  Michigan.  Mr.  Stenholm. 

Mr.  Stenholm.  For  many,  many  years  we  participated  in  the 
discussion  about  whether  we  would  use  CBO  or  0MB  figures,  and 
at  one  time  my  opinion  was  that  we  ought  to  take  CBO  and  0MB, 
add  them  up  and  divide  by  two,  and  that  would  be  what  the  Con- 
gress uses,  and  all. 

But  now  we're  at  CBO,  and  I  think  the  first  thing,  I  want  to  just 
thank  you,  and  commend  you  and  your  staff  for  what  I  know  has 
been  some  very  trying  times  over  the  last  several  months,  in  trying 
to  score,  and  to  give  this  committee  and  this  Congress  the  numbers 
that  we  need. 

I,  as  one  member,  just  want  to  say  thank  you.  Whether  I  agree 
or  disagree  with  you  is  immaterial.  I  do  recognize  that  we  have  an 
agreement  now,  we're  going  to  use  your  numbers,  and  therefore  the 
last  comment  of  Mr.  Pomeroy,  I  think,  needs  to  be  really  engraved 
into  the  record. 

Whether  we  agree  with  the  President's  budget  or  not,  he  has 
done  that  which  has  been  required  of  him  by  this  Congress,  and 
that  is  to  submit  a  CBO  scored  balanced  budget  in  seven  years, 
with  the  contingency  cuts. 

I  find  it  very  interesting — I  wish  Mr.  Walker  was  still  here — be- 
cause the  point  that  he  made,  it's  very  interesting  to  me  to  listen 
to  him  make  that  point  as  being  something  damaging  to  the  science 
community  or  the  space  program  or  what  have  you,  when  the  very 
budget  he  supported  will  cut  more  in  2002. 

This  is  the  kind  of  rhetoric  that — I  wish  there  was  more  than 
just  Nick  and  I  here  right  now,  because  we  start  going  through  all 
these  ramifications  about  cuts,  and  in  discretionary. 

And  then  just  looking  at  that  one  area,  we've  got  some  interest- 
ing decisions  that  are  going  to  have  to  be  made  this  year  and  1997, 
on  the  budget,  particularly  if  we're  going  to  do  what  my  colleagues 
on  the  other  side  have  suggested  ought  to  be  the  relevant  number 
for  1997. 

And  then  I  hear  an  area  that  I'm  very  interested  in,  defense,  is 
going  to  go  up — that's  going  to  be  interesting. 
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And  for  the  point  of  the  record  and  history,  since  this  kind  of  got 
started  out  as  a  dump-on-the-President's-budget,  and  I'm  not  here 
to  defend  the  budget,  but  I  do  believe  that  the  record  ought  to  show 
clearly,  from  1980  to  1992,  discretionary  spending  went  from  $276 
billion  a  year  to  $534  billion  a  year. 

From  1992  until  1995,  it  went  from  534  to  546,  and  under  the 
President's  budget,  as  scored  with  contingency  funds,  will  go — from 
1992  to  2002  will  be  cut  by  $12  billion. 

Now,  I  have  been  privileged  to  serve  in  this  body  for  seventeen 
years,  going  on  eighteen.  During  all  of  this  time  I  have  never  seen 
a  presidential  budget  that  scored  as  being  balanced  by  CBO.  I've 
seen  them  scored  by  0MB,  but  I've  never  seen  them  scored  by  CBO 
as  being  balanced. 

I  also  have — I  think  this  committee  needs  to  start  taking  a  good 
hard  look  at  some  of  these  numbers,  and  what  they  really  mean 
for  us,  and  for  which  there  is  fairly  strong  bipartisan  agreement. 

My  question  to  you  is  this,  in  your  model  and  the  way  you  score 
things,  when  we  talk  about  taxes,  since  I  heard  rhetoric  on  the 
floor  on  Tuesday  of  this  week — I  could  not  believe  I  was  in  the 
House  of  Representatives,  with  some  of  the  comments  of  some  of 
my  colleagues  concerning  taxes. 

But  in  your  model,  if  we  assume  giving  a  taxpayer  a  dollar  cut, 
what  does  that  do  to  your  economic  model?  If  we  reduced  the  reve- 
nue to  the  government  without  a  corresponding  cut  in  actual 
spending,  how  does  your  model  show  that? 

Ms.  O'Neill.  Do  you  mean  by  legislating  a  tax  reduction? 

Mr.  Stenholm.  Right.  By  legislating  a  tax  reduction,  a  one  dollar 
reduction,  put  in  the  hands  of  the  taxpayer,  where  all  of  us  would 
rather  see  it  put.  What  does  that  do  to  your  projections? 

Ms.  O'Neill.  The  estimates  of  the  new  legislation  are  made  by 
the  Joint  Committee  on  Taxation,  but  a  reduction  such  as  a  tax 
credit,  or  the  credit  that's  been  proposed  for  families  with  chil- 
dren  

Mr.  Stenholm.  Yes,  use  that  one  specifically. 

Ms.  O'Neill.  OK,  that  one,  I  believe,  is  just  entered  as  a  dollar 
reduction  in  taxes.  Depending  on  the  numbers  of  people,  it 

Mr.  Stenholm.  Do  we  get  economic  stimulus  from  that? 

Ms.  O'Neill.  No,  it  depends  on  the  numbers  of  people  who  are 
in  the  affected  category.  So  the  actual  number  of  dollars  that  would 
be  estimated  depends  on  the  number  of  taxpayers  who  qualify  for 
it. 

No,  I  don't  believe  any  one  gives  any  kind  of  an  offset  to  that, 
because  that's  a  direct  transfer. 

In  the  case  of  something  like  capital  gains,  it  is  the  practice  of 
the  Joint  Committee  on  Taxation  to  offset  a  considerable  portion 
for  increased  realizations.  It's  different  tax  changes,  but  something 
like  a  tax  credit  is.  A  dollar  is  a  dollar,  for  a  family. 

Mr.  Stenholm.  And  so  you  use  the  Joint  Committee.  You  don't 
make  any  other  extrapolation,  as  CBO,  on  these  matters? 

Ms.  O'Neill.  Once  legislation  passes,  then  we  do  projections  of 
already  existing  legislation.  We  take  the  estimates  on  tax  proposals 
from  the  Joint  Committee. 

Mr.  Stenholm.  All  right,  do  you  have  any  observation 

If  I  might  just  take  another  minute,  Nick. 
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You  say  once  it  becomes  law,  then  you  score  it? 

Ms.  O'Neill.  Yes,  then  it  becomes 

Mr.  Stenholm.  I  guess,  are  there  any  noticeable  differences  be- 
tween what  the  Joint  Committee  proposes  that  it  will  happen  in 
the  future,  and  where  CBO,  after  the  laws  are  passed,  then  scores 
whatever  is  going  to  happen,  based  on  your  opinion,  are  there  any 
noticeable  differences  this  committee  ought  to  be  cognizant  of? 

Ms.  O'Neill.  No,  I  believe  that  we've  always  been  in  agreement. 

Mr.  Stenholm.  In  agreement. 

Ms.  O'Neill.  I  mean,  there  may  have  been  an  instance  at  some 
point  in  time,  but 

Mr.  Stenholm.  But  no  major  differences  between  projections,  or 
taking  the  actual  law 

Ms.  O'Neill.  No,  we've  typically  used- 


Mr.  Stenholm  [continuing].  And  then  projecting 

Mr.  Smith  of  Michigan.  If  the  gentleman  will  yield? 

Mr.  Stenholm.  Sure,  I'm  through. 

Mr.  Smith  of  Michigan.  It  seems  to  me  that  the  economic  stimu- 
lus aspects  of  tax  changes — in  other  words,  a  dynamic  scoring — is 
not  the  standard  operating  procedure  for  estimates  at  Joint  Tax,  or 
CBO.  Is  that  correct? 

Ms.  O'Neill.  With  respect — it  depends  on  the  type  of  tax,  and 
what  you  would  call  the  offsets  that  the  Joint  Committee  puts  in 
their  estimates  of  what  would  be  the  costs  of  a  capital  gains  tax. 
They  put  in  a  considerable  offset.  It  must  be  in  the  neighborhood 
of  60  percent. 

A  dollar  of  capital  gains  reduction  does  not  lose  a  dollar,  it  loses 
only  40  cents.  But  if  that's  what  you  mean  by  dynamic,  and  what 
they 

Mr.  Smith  of  Michigan.  Well,  I'm  sorry,  but  in  capital  gains 
you're  actually  projecting  that  there  would  be  additional  capital 
gains  reported,  rather  than  some  kind  of  a  dynamic 

Ms.  O'Neill.  That  would  generate  additional  activity. 

Mr.  Smith  of  Michigan  [continuing].  Economic  stimulus  to  the 
economy. 

Ms.  O'Neill.  Yes.  There  is  a  behavioral  assumption  there,  that 
a  change  in  the  capital  gains  tax  would  produce  a  behavioral  effect 
that  would  offset  some  of  the  loss. 

If  you're  just  giving  a  family  a  dollar,  there's  no  stimulus  to  addi- 
tional economic  activity.  There's  nothing  to  offset,  so  that  one 
would  not  have  any  dynamic  effect  that  I  know  of,  and  I  don't  think 
that  the  Joint  Committee  would  score  a  dollar  as  a  dollar. 

Mr.  Smith  of  Michigan.  Charlie,  anything  else? 

Mr.  Stenholm.  No. 

Mr.  Smith  of  Michigan.  Madam  Director,  thank  you  very  much. 
The  committee  compliments  and  thanks  you  and  your  staff  for  your 
work. 

This  committee,  without  objection,  is  adjourned. 

[Whereupon,  at  12:09  p.m.,  the  committee  was  adjourned.] 
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